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FOR INCREASING WAR EFFORT 


OMEWHERE in the collection of 
books known to mankind as the 
Bible, this statement appears: 

“The Lord God has laid bare His 
holy arm.” 

May it soon be said, with confidence 
and without irreverence, that Uncle 
Sam has laid bare his strong right arm. 
That he has not done so as yet is a 
statement that implies no criticism of 


anything or anybody, but is only a 


statement of an obvious fact. The old 
gentleman, still in undiminished vigor 
despite his years, is stripping that arm, 
and once it is laid bare, as soon it will 
be, it will strike a blow at tyrants that 
they will long have sorrowful cause to 
remember. 

The time cannot be far distant when 
we shall put forth that potential strength 
which we have not been lacking in re- 
minders to the world that we possess. 
And however desirable adequate prepa- 
ration may be before engaging in large- 
scale military and naval operations, a 
time inevitably comes when action must 
follow preparation. Otherwise our case 
would somewhat resemble a character 
in one of George Eliot’s novels who 
spent a lifetime in collecting and pre- 
paring fourteen volumes of notes for a 
book that was never written. 

The heroism of our men, on land, on 
the sea and in the air, is beyond all 
praise. With supreme courage they 
are keeping alive the American tradi- 
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tion at its best. And our industrialists, 
in swiftly turning from peace to war 
production, are displaying patriotism 
and ingenuity of the highest order. 
The Administration and Congress, in 
legislative and executive acts, are act- 
ing with promptness and wisdom in 
making our war efforts count. 

With all this the country must be 
pleased. It must not be satisfied. More 
and more must be done. We have 
doubled our efforts. We must redouble 
them. 

To give up a few pounds of sugar 
weekly, to get along with a little less 
gasoline, to omit cuffs from our trousers 
—these are trivialities. We must give 
up, not only luxuries and _frivolities, 
but things that cut deep into our daily 
lives. And above all, we shall have to 
put into action—on the sea, on land 
and in the air—forces that will meas- 
urably place us in a situation long en- 
dured by Russia and China. Once Mr. 
Churchill declared that if we gave Brit- 
ain the ‘tools, that Empire would finish 
the job. Now it is seen that something 
more must be given—that nothing must 
be kept back. 

That the American people, as the 
greater need is brought home to them, 
will meet it with cheerfulness and deter- 
mination, no one who knows our people 
and has faith in them can for a moment 
doubt. 

The effort we have already put into 
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the war is praiseworthy. It will become 
worthy of still higher praise when it 
really represents the power this country 
is capable of exerting. 


© 


GETTING OUT OF DEBT 
Richelieu: 


I tell you, sir, that you must pay 
your debts. 


De Mauprat: 


With all my heart, my lord: where 

shall I borrow, then, the money? 
To this question banks are ready to 
offer the answer. Come to this bank, 
they say, and borrow the money to pay 
off your debts. 

Good and honest as the advice may 
be, it fails to point out that by acting 
on this suggestion you are not paying 
your debts, but merely making a change 
in your creditors. This change, how- 
ever, may be of great advantage. It 
may result in the consolidation of a 
number of small, and perhaps annoying 
obligations, into a single debt to be 
paid in convenient instalments, and very 
likely at an actual saving in interest 
cost. Then not to be in debt to many 
dealers or professional people, whose 
business is not that of granting credit, 
but to a single institution, one of whose 
functions is the granting of credit, has 
a manifest advantage in promoting one’s 
standing in the community. 

Many large corporations willingly 
incur debt as a part of sound business 
policy. Banks are themselves among 
the largest debtors—obligations to de- 
positors. 

But there are many individuals who 
find themselves temporarily, and in not 
a few instances chronically, short of 
funds to an extent that means that they 
are in debt. Where this indebtedness is 
unwisely incurred, the only effectual 
remedy is retrenchment; but there are 
many cases in which indebtedness be- 
comes unavoidable, either through losses 
of income or emergency expenses that 
could not be foreseen. 

Where debt has been incurred in buy- 
ing things not really needed, as in much 
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of the instalment buying, the Govern. 
ment is wisely taking action to reduce 
further indebtedness of this character 
and to shorten the duration of the credit, 

If profits leave a sufficient margin 
after the payment of taxes and subscrip. 
tion to War Bonds, a wise employment 
of this surplus would be in the payment 
of outstanding debts. As wages have 
materially advanced, and more than the 
cost of living, the wage earners should 
be in a specially fortunate position with 
regard to such debts as may hang over 
them. 


® 


SOME ASPECTS OF THE CONFLICT 


ALTHOUGH the total of War Bonds and 
Stamps sold in the last twelve months 
was $54 billion, it is estimated for the 
next year it will be necessary for this 
sale to be doubled. Whether this goal 
can be attained or not remains to be 
seen. 

Prospects are that before long prac- 
tically everyone earning an income will 
be subject to the payment of an income 
tax. Proposals have been made for 
compulsory savings—that is, for com- 
pulsory purchase of War Bonds and 
Stamps; but if taxes are to be increased 
to the extent indicated, it is not likely 
that much will be left to be taken by 
compulsion in another form. 

This war has not thus far been marked 
by the tumult and the shouting which in 
other great conflicts have been preva- 
lent. Perhaps this is all the better as 
being indicative of a quiet resolution on 
the part of the people to see the war 
through without any such dramatic ac- 
companiments. Nor have we any ora- 
tors like Patrick Henry, Wendell Phil- 
lips, Ingersoll and Bryan to arouse the 
people by their eloquence. No Julia 
Ward Howe has as yet written a new 
“Battle Hymn of the Republic.” Even 
slogans, like “Remember Pearl Har- 
bor.” have a limited popularity only. 

This apparent lack of enthusiasm, as 
already stated, does not signify indif- 
ference on the part of the people, but 
may mean exactly the contrary. It may 
only be an exemplification of the saying 
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‘Tue RELATION between you 


and your client is one of mutual 


confidence and respect. The right 


of each to question the other is 
implied, if not expressed. 


Your customer may not have 
asked if the facilities of your 
bank are further strengthened by 
a correspondent fully equipped 
to meet every banking need— 
but he may want to know. 


An account with this Bank pro- 
vides a satisfactory answer. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803: 


PHILADELPHIA, PA. 


Resources Over $650,000,000 


Member of Federal Deposit Insurance Corporation 
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The Practical Operation 
of a 
Small Bank’s Credit 


Function 


By 
JOHN WETZEL 
Comptroller, 


The Bayside National 
Bank, Bayside, N. Y. 


ERE at last is a book on bank 

credit procedure for the use of 
smaller banks. In writing it the 
author had in mind the small 
interior bank with total assets of 
from one to ten millions, employ- 
ing in its credit department a 
maximum personnel of an execu- 
tive officer and one or two clerks. 


It is intended to be a manual of 
operations —a manual that will 
meet the restrictions of a small 
bank’s credit facilities and yet be 
consistent in its recommended 
procedure with good credit man- 
agement practices and able to 
stand the test of bad times with a 
minimum of loss. 


Send for a copy on 5 days 
approval and judge for yourself its 
every-day usefulness in your bank. 


Price $1.75 delivered 
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BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 
Please send me on approval a copy of 
“The Practical Operation of a Small 
Bank's Credit Function’ by John Wet- 
zel. At the end of 5 days I will either 
remit $1.75 or return the book. 


—— oe ee ee ee ee ee 
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that “the shallows murmur while the 
deeps are dumb.” However this may 
be, it is not at all unlikely that long 
before the great struggle ends, it will 
bring forth flaming enthusiasm and dra- 
matic developments heretofore  un- 
matched in our history. 

People sometimes wonder how much 
debt this country can bear. Here is a 
true answer: whatever amount is needed 
to completely defeat the enemies of the 
United Nations. 


co) 
WAR CHANGES BANK PERSONNEL 


One of the many changes in banking 
caused by the war relates to the sub- 
stitution of older persons or of women 
to take the place of younger men called 
to some branch of military or naval 
service. Those who deal with the banks 
must have noticed that a marked change 
has already taken place in this respect. 
The banks are being drawn on heavily 
by the various branches of the service, 
some banks furnishing several hundreds 
of their men, and in at least one in- 
stance (Bank of America, San Fran- 
cisco) over 1,000. 

While the banks have at all times in 
training a considerable replacement 
staff, it could hardly be expected that 
they can readily replace the services of 
so many of their employes in a very 
short time. With the extra demands for 
service made on the banks by the war, 
it would be surprising if, under the con- 
ditions noted, the public should not be 
to some extent less adequately served 
than in ordinary times and under nor- 
mal conditions, although it is believed 
that in a majority of the banks the 
stress put upon their reduced personnel 
is being met with a minimum of incon- 
venience to the public. 

© 
Tue “Slap-a-Jap” cocktail is becoming a 
favorite drink among Government officials 
and thousands of newcomers to Washing- 
ton. And it calls for an investment of only 
25 cents. 

You merely tell the bartender you want 
a “Slap-a-Jap” cocktail. The bartender 
then goes through a lot of motions and 
serves you with a glass of water and a 
25-cent War Savings Stamp. After that 
you order what you want.—The Chest. 
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Bank Factoring of 


Accounts Receivable 


T is quite possible that the most 

important development to be antici- 

pated in commercial banking during 
the post-war period ahead lies in the 
practically untouched field of large- 
scale commercial factcring. Banking, 
like any industry, must either progress 
or retrogress. In the past, it has found 
progress and profit by seeking out and 
assuming new functions closely allied 
in a greater or lesser degree with bank- 
ing itself, but which had nevertheless 
previously been performed by other 
agencies. 

For the commercial bank to assume 
the functions and render the services 
of private factors, in other words to 
“factor” commercial accounts receiv- 
able, would therefore be no more illogi- 
cal than to act as trustee or executor, 
or to provide the public with warehouse 
facilities for the safeguarding of stocks, 
bonds, securities, silverware, or to enter 
the personal loan field or to operate a 
thrift department. 

Any function not too far removed 
from logical banking activities which, 
in periods of low interest rates, will en- 
able the banker to put idle funds safely 
to work at 6 per cent with or without 
an additional brokerage profit, deserves 
careful scrutiny and there is probably 
hardly a commercial banker in the 
United States who has not toyed with 
the idea at one time or another during 
the past ten years. 

In this brief survey an attempt will 
be made to discuss the mechanics and 
profit possibilities of commercial fac- 
toring in terms of their practical appli- 
cation to commercial banks. Any dis- 
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cussion of the subject must be predicated 
upon a complete understanding of what 
“factoring” entails, and on this no two 
minds will agree. 


What Is ‘‘Factoring’’ 


Webster defines a factor as one who 
acts or transacts business for another. 
But this definition does not properly in- 
terpret the real meaning of the word as 
commonly used in business today. A 
factor may and does perform one, sev- 
eral or all of the following services: 


Purchase Accounts Receivable (either 
with or without recourse) 

Make loans on Accounts Receivable 

Make loans on inventories 

Guarantee purchases 

Advance cash for inventory purchases 

Advance cash against or in anticipation 
of profits on orders booked 

Collect accounts 

Check credits 

Provide billing and clerical services 

Furnish economic advice 


‘‘Any function not too far re- 
moved from logical banking ac- 
tivities which, in periods of low 
interest rates, will enable the 
banker to put idle funds safely 
to work at 6 per cent with or 
without an additional brokerage 
profit, deserves careful scrutiny, 
and there is probably hardly a 
commercial banker in the United 
States who has not toyed with 
the idea at one time or another 
during the past ten years.”’ 
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At the present time it would not ap- 
pear possible ‘or desirable for a bank 
to undertake to render all of the serv- 
ices enumerated above. National bank- 
ing laws and the laws of some states 
appear to prohibit outright purchase of 
accounts receivable, but their use as 
collateral for loan obligations is an es- 
tablished practice. It has the tacit ap- 
proval of the courts, the Comptroller of 
the Currency, and for example, the New 
York State Banking Department. If it 
becomes desirable to permit the out- 
right purchase of accounts or other 
functions now prohibited to banks, Fed- 
eral and state banking laws can doubt- 
less be changed. 

Factoring activities by commercial 
banks are currently limited to the use 
of Accounts Receivable as collateral for 
bank loans. 

This is not a new departure in mod- 
ern banking. For many years, in all 
parts of the country, bankers have ac- 
cepted commercial Accounts Receivable 
as prime collateral for loans to pre- 
ferred manufacturers, wholesalers and 
jobbers. There are today a number of 
banks in this country actively engaged 


in making such loans, and it is prob- 
able that almost all large metropolitan 
banks make occasional loans so secured. 


Last year, one of the largest banks 
on the Pacific Coast was handling a 
monthly volume of $5,000,000 in new 
loans based on such collateral. A large 
trust company in the South has also 
organized a special division or depart- 
ment to handle this type of loan. This 
latter bank has engaged in the activity 
for several years and is now doing a 
substantial and profitable business built 
up from nothing. This form of factor- 
ing, or Accounts Receivable financing. 
as it is sometimes known, is a special- 
ized type of loan; but it is, in compe- 
tent hands, a safe, simple and profitable 
procedure and one which because of its 
nature attaches itself easily to commer- 
cial banking. 


Banks and Factoring 


Factoring, or Accounts Receivable 
financing, as practiced by commercial 
banks, is the loaning of money secured 
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by collateral represented by Accounts 
Receivable arising from merchandise 
shipments to high-grade accepted credit 
risks. Factoring contracts are usually 
made only to those approved clients 
who can assign to the bank a certain 
annual minimum volume. Until paid, 
these accounts are held by the lender as 
collateral with full recourse. 

Borrower's invoices carry a printed 
assignment requiring payment to the 
bank. Invoices, when offered as collat- 
eral, are accompanied by express re- 
ceipts, bills-of-lading, or other evidence 
that the merchandise invoiced has actu- 
ally been delivered to the transportation 
company and, after approval, are mailed 
out by the lending institution in envel- 
opes which bear the return address of 
the bank. 

All collateral submitted is accompa- 
nied by a legal assignment specifying 
names of consignees, dates and amounts 
of invoices, and terms of sale. The in- 
terests of the lending institution are fur- 
ther assured by a collateral loan agree- 
ment. When the lender deems nec essary, 
collateral may also be protected by 
credit insurance at moderate cost to the 
borrower. 

Clients, or borrowing accounts, are 
obtained through personal friendship 
of a bank’s officers, through direct solici- 
tation, by means of newspaper or trade 
magazine advertising, through word-of- 
mouth adv ertising and through the pres- 
tige of the lending institution. 

Advertisements of private “factors” 
run from half-page magazine advertise- 
ments to five and six-line notices in the 
classified columns of daily and Sunday 
newspapers. Commercial banks can 
follow the same procedure. One Greater 
New York bank, for example, has profit- 
ably used seven-line classified adver- 
tisements in the New York Sunday 
Times under the column heading “Fi- 
nancing and Business Loans.” 

Expenditures for new business by 
private factoring concerns run from sub- 
stantial amounts down to practically 
nothing. One such concern, transacting 
an annual business in excess of $118, 
000.000, has an annual advertising ap- 
propriation of only $6,000 and finds it 
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sufficient. In this type of loan, pres- 
tige carries great weight, and it is rea- 
sonable to believe that the mere an- 
nouncement of a reputable bank, serv- 
ing a manufacturing or commercial ter- 
ritory, to the effect that it had estab- 
lished a special factoring department, 
will of itself bring in a surprising 
amount of business. 


Advertising 


Judicious advertising, personal solici- 
tation and the other methods mentioned 
above should build up a substantial, 
healthy and profitable business within 
a reasonabie length of time. It is not 
unreasonable to expect that this busi- 
ness will be retained and increased by 
rendering to the client the same type 
and quality of service as that offered 
by private factors. 

As a rule, the larger private com- 
panies will not consider taking on ac- 
counts which cannot give them an an- 
nual volume of at least $250,000. The 
writer has handled accounts which ran 
as low as $50,000 a year—and handled 
them profitably. The larger factors re- 


fuse to permit borrowers to split their 
business and insist that every shipment 


be passed through their hands. The 
writer has handled split accounts—and 
with profit. 

It is the writer’s opinion that a bank 
can successfully obtain much desirable 
business from a field not yet adequately 
serviced because there it can meet a 
definite business need. In that field are 
the medium-small and medium-size con- 
cerns which are hampered in their ef- 
forts to increase sales because of insuf- 
ficient working capital. 

Just as the institution of the Personal 
Loan Plan has brought a needed serv- 
ice to individuals who were not previ- 
ously considered loanable by commer- 
cial banks, these same banks can, I be- 
lieve, extend the personal loan idea to 
industry by factoring its Accounts Re- 
ceivable and thus release working capi- 
tal to those businessmen who are un- 
able to obtain sufficient funds for their 
legitimate needs and cannot interest 


private factors because of limited sales 
volume. 
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In Greater Cleveland, some 700 firms 
have added 9,500,000 square feet of new 
floor space in the past two years. Under 
one roof, this would add up to a factory 
200 feet wide and nine miles long. 
Including equipment. this expansion 
of Cleveland’s wartime productive ca- 
pacity already represents a $160,000,000 
investment and new additions, costing 
many millions more, are under way. 
In this increasingly important indus- 
trial center, Central National Bank 
offers every facility for prompt hand- 
ling of collections and transit items. 


~~ 


CENTRAL 


NATIONAL BANK 
of Cleveland 


Ve a - FEDERAL OePrpos 


INSURANCE CORPORAT 





‘‘Last year one of the largest 
banks on the Pacific Coast was 
handling a volume of $5,000,000 
in new loans based on such col- 
lateral. A large trust company 
in the South has also organized 
a special division or department 
to handle this type of loan. This 
latter bank has engaged in the 
activity for several years and is 
now doing a substantial and 
profitable business built up from 
nothing.’’ 


Factoring accounts should prove tre- 
mendously profitable to the commercial 
banks which are already geared to han- 
dle a large number of daily transac- 
tions with speed and at low cost. A 
special division or department to han- 
dle this business will not have an execu- 
tive overhead comparable with that of 
the private factor. Furthermore, the 


factoring division should also prove in- 
strumental in bringing new business to 
the bank’s commercial loan department. 
Whereas the private factor is obliged to 


supplement his capital through bank 
loans at the prevailing rates of interest, 
the bank will use its own deposits, usu- 
ally “free” money. 

Customarily, the interest rate charged 
borrowers is a straight 6 per cent per 
annum (collected in advance) on all 
advances. All payments received are 
valued ten days beyond day of receipt 
to allow time for collection. This is 
standard practice with all commercial 
factors. 

Brokerage rates range from zero to 
possibly 3 per cent. The rate depends 
upon various factors, including 


1. Financial responsibility of borrower. 


2. Number and quality (credit responsi- 


bility) of borrower's customers. 

3. Average amount of borrower's unit 
sales (the larger the sales unit the lower the 
rate). 

4. Terms of sale on the collateral ac- 
counts (the shorter the terms the lower the 
rate). 

5. Annual volume of receivables to be 
offered as collateral (the larger the volume 
the lower the rate). 
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The mechanics of Accounts Receivy- 
able factoring or lending is somewhat 
different from the procedure followed in 
the case of a secured or unsecured com- 
mercial loan. Upon application of a 
prospective borrower the bank does, 
however, make an investigation of the 
applicant along lines similar to those 
followed in the case of a regular com- 
mercial loan. 


Credit Investigation 


If the preliminary credit investiga- 
tion of the applicant is satisfactory a 
contract is then entered into between 
the borrower and the lending institu- 
tion. This is similar to the standard 
collateral loan agreement in common 
use by banks everywhere, modified and 
amended to meet the particular require- 
ments of each individual bank. It speci- 
fies, among other things, the rate of in- 
terest to be charged, brokerage rate for 
the handling of the collateral, and, of 
course, completely protects the rights 
of the lender. It likewise specifies the 
net value of the collateral to be pledged 
with the lending institution for each dol- 
lar of loan granted (usually 80 per cent 
to 90 per cent of collateral value is 
advanced ). 

After the signing of a collateral loan 
agreement, the operations involved in 
the making of a factoring loan are 
somewhat as follows: 


1. The borrower may or may not submit 
the names of various customers and query 
the lending institution as to its willingness 
to accept as collateral the receivables aris- 
ing out of transactions to such customers. 


2. Upon shipment of merchandise to a 


group of accepted accounts, the borrower 
forwards to the bank invoices in duplicate 
covering such shipments, together with ship- 
ping documents, and also an assignment of 
the accounts to the bank. 


3. Invoices are scrutinized by the lender 
and if found to be in order and acceptable, 
originals are mailed out by the bank in 
envelopes bearing the bank’s return address. 
Invoices carry a printed assignment requir- 
ing payment to the bank and instructions 
to notify the bank before returning any 
part of the merchandise for credit. 

1. Brokerage and interest is figured and 
charged to borrower's account. 


5. At the close of each business day, bor- 
rowers are notified of any amounts credited 
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to their checking accounts. This notifica- 
tion also shows total amount of loan indebt- 
edness as Of that day and the amount of 
collateral held for their account. 

6. Individual invoices are posted by ma- 
chine to the Notes Receivable Collateral 
Subsidiary Ledger. 

7. As collateral matures, payment is 
made directly to the bank, which credits 
the borrower's loan account. 


In connection with occasional loans 
made by a bank’s commercial loan de- 
partment and secured by an Account 
Receivable, it is usual to serve notice 
of the lender’s lien to the borrower's 
customer by registered mail. This is 
impractical in the case of the compara- 
tively large volume of invoices passing 
through a_ bank’s factoring division. 
The experience of private factors shows 
it to be unnecessary, for while notice by 
registered mail is absolute proof of 
knowledge of lien, there are relatively 
few instances where the question of such 
knowledge is the basis of a loss to the 
factor. A printed assignment on cus- 
tomer’s invoice, while not legal proof 
of knowledge, is, from a practical stand- 
point, quite sufficient. 


How Bankers View Factoring 


Recently the writer talked with ex- 
ecutives of several large eastern banks 
and was in correspondence with bank- 
ers in other parts of the country on the 
subject of bank factoring. Some banks 
were found to be making occasional 
loans against Account Receivable secu- 
rity. Several had surveyed the possi- 
bilities in a more or less cursory man- 
ner, apparently on the theory that any- 
thing promising 6 per cent with safety 
for excess reserves was at least entitled 
to perfunctory investigation. Some 
bankers were just not interested. 

In a few instances, bank executives 
had made a fairly complete survey and 
had postponed action for the time be- 
ing. Among the reasons for postpone- 
ment, the war was, of course, the most 
general and important deterrent against 
venturing out into unfamiliar channels. 
Among other reasons given were 


1. Reluctance to disturb and risk loss of 
deposit and borrowing accounts maintained 
with the bank by private commercial factors. 


‘‘The executive vice-president 
of one of the smaller downtown 
banks in New York City admit- 
ted that he had been turning 
over the matter in his mind for 
the past two years. The inabil- 
ity of the bank under existing 
laws to make outright purchases 
on Accounts Receivable without 
recourse was, he felt, a deterrent 
at the present time so far as he 
was concerned.’’ 


2. Doubt as to legality. 
3. Reluctance to explore new fields. 


4. Admitted ignorance of detail and tech- 
nique of the various phases of factoring or 
large-scale lending on commercial Accounts 
Receivable and reluctance to give free hand 
to a man who has not been steeped in the 
tradition of conservative banking. 


The president of one of the largest 
banks in the East told me he had but 
recently surveyed the profit possibili- 
ties of factoring from the standpoint of 
his own particular bank. This bank 
numbers among its depositors several of 
the largest private factoring institutions 
in the country. They would, he pointed 
out, in all probability withdraw their 
deposits and borrow elsewhere were the 
bank to compete with them by entering 
the factoring field. An annual business 
of $200,000,000 would be required, he 
felt, to offset the loss of these accdunts 
and make the undertaking worth while. 

The senior vice-president of another 
large bank remarked, “Eventually we 
may be forced into the factoring of Ac- 
counts Receivable, but it is a specialized 
field, and we want to stay away from 
it as lang as we can.” 

The executive vice-president of one 
of the smaller downtown banks in New 
York City admitted that he had been 
turning over the matter in his mind for 
the past two years. The inability of 
the bank under existing laws to make 
outright purchases of Accounts Receiv- 
able without recourse was. he felt, a 
deterrent at the present time so far as 
he was concerned. 

Looking at the picture from the other 
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‘‘An executive of a factoring 
organization doing an annual 
business well in excess of $100,- 
000,000 observed that while a 
few banks had entered the field 
in a big way and were doing an 
excellent job, the majority were 
too hidebound to get at the prob- 
lem in the right way. They will 
never make a go of it, he went on 
to say, until they make up their 
minds to handle the business 
through a department or divi- 
sion entirely separated from 
their regular loan department 
and place it in the hands of a 
man who has gone through the 
mill with one of the private com- 
mercial factors.’’ 


side of the fence, we find the private 
commercial factor doing an exception- 
ally fine job of it for his clients. He 
is not restrained or restricted by laws 
or by bank examiners. True, competi- 


tion is keen, and brokerage rates shrink- 
ing. but he is an expert in a highly spe- 
cialized field, and as long as he con- 
tinues to render service as efficiently as 
he does today, he need not fear bank 
competition. In fact, the entrance of 
commercial banks into competition with 
him may quite possibly stimulate the 
busiriess of private factors in the same 
way that competition of the electric re- 
frigerator revivified the ice business by 
making the nation “food-spoilage” con- 
scious. 

An executive of a factoring organiza- 
tion doing an annual business well in 
excess of $100,000,000 observed that 
while a few banks had entered the field 
in a big way and were doing an excel- 
lent job, the majority were too hide- 
bound to get at the problem in the right 
way. They will never make a go of it,” 
he went on to say, “until they make up 
their minds to handle the business 
through a department or division en- 
tirely separate from their regular loan 
department and place it in the hands of 
a man who has gone through the mill 
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with one of the private commercial 
factors.” 

This latter idea was likewise ex- 
pressed by the president of the large 
eastern bank first mentioned who ob- 
served that if and when he was ready 
to enter the field he would get the top- 
notch man in the factoring business and 
give him complete leeway. 

As to thé extent to which the banking 
industry will in the future undertake to 
factor Accounts Receivable, the writer 
would like to offer the following: 


1. Banks in general will tend to hang 
back unless forced into factoring activities 
by Government pressure (to help small busi- 
ness) or from economic necessity. 

2. A clear-cut change in banking law to 
permit banks to purchase Accounts Receiv- 
able without recourse would act as a pow- 
erful stimulus and encourage the assump- 
tion of factoring activities. 

3. The best field in which to pioneer 
should be among small and medium size 
manufacturers, wholesalers or jobbers,, with 
an annual sales volume of from $50,000 to 
$250,000. Private factors are more firmly 
entrenched in the $250,000 to $1,000,000 sales 
bracket. 

4. A separate factoring department un- 
der executive supervision of a’ practical 
man schooled in the various phases of com- 
mercial factoring is a prerequisite of success. 
5. The competition of banks in respect to 
its effect on existing commercial factors 
would probably be little different than was 
the effect of banking entrance into the Per- 
sonal Loan Field. Personal Loan companies 
are still in business, still using the banks, 
and under normal conditions doing a thriv- 
ing business. 


Participation of the banking industry 
in the large-scale factoring of Accounts 
Receivable should,then, be profitable for 
the banks, for the private factors, and 
for business at large. 


© 


BUY COAL NOW 


Ar the request of Federal officials who see 
a coal shortage next winter resulting from 
the utilization of coal cars for military 
transportation, it is suggested that banks 
make early purchase of coal for future 
needs and pass the same word along to 
their customers. 

While the Reconstruction Finance Corpo- 
ration has offered to make loans to coal 
dealers to stock coal now, dealers worthy 
of bank credit might be taken care of in 
this respect by their local banker.—Bulletin 
Idaho Bankers Association. 
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Thrift Takes on a 


New Necessity 


HE economic and financial history 

of the United States clearly shows 

the close relationship between the 
business of banking and the general wel- 
fare of individuals, of business, and of 
the nation. No matter what the na- 
ture of any past financial emergency, 
whether local or national, whether the 
result of a business or financial crisis, 
or war, the stability of banks and the 
sound financial leadership of the bank- 
ers have modified the seriousness of the 
problem or the lack of these qualities 
has contributed directly to the extent 
of it. 

Today we find ourselves completely 
engulfed in a great World War, of a 
scope and nature more serious than had 
appeared possible. It is complicated 
by tremendous financial and economic 
problems resulting from the colossal 
cost of modern war. Again, what the 
banks and bankers do will be important 
factors in their answer. 

I propose first to briefly state the 
present relationship of the banks to the 
general situation, then attempt to define 
in practical terms a few of the problems 
which are directly related to savings 
and thrift, and in this process arrive at 
some principles indicating the direction 
in which our activities should move. 

At the present time the banks are 
performing many valuable and _neces- 
sary war services. They are financing 
war industry directly and indirectly 
with loans to carry increased and higher 
cost inventories, accounts receiv ‘able, 
and pay rolls; to finance Government 
contracts and orders; and for plant ex- 
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pansion and equipment to handle in- 
creased war production. 

They are financing the Government 
itself by the purchase of its securities as 
investments and in the sale of Defense 
Bonds and Stamps. Banks advertise 
the Defense Bonds liberally and encour- 
age depositors and customers to pur- 
chase them even though it means loss 
of bank deposits. The bank operations 
are complicated by the handling of mil- 
lions of these transactions, but all of the 
work and the additional expense is will- 
ingly absorbed without compensation. 


What Bankers Are Doing 


Bankers are active in arranging with 
business and industry the Defense Sav- 
ings Pay Roll Allotment Plan for the 
purchase of Defense Bonds and Stamps 
by employes, and bank officers and 
staff members are actively engaged in 
many other forms of war work. 


The accompanying article 
points out that bankers share a 
national obligation to promote 
thrift during the war whether 
increased savings deposits are 
actually attractive at this time 
or not. It is based on an ad- 
dress by Mr. Dodge at the re- 
cent Pacific Northwest Banking 
Conference at the State College 
of Washington, Pullman, Wash. 





The increased pay rolls of industry 
engaged in war production mean the 
handling and supplying of larger 
amounts of silver and currency, a 
greater number of pay roll checks, and 
added activity in deposit accounts. A 
great deal of this is expense to the busi- 
ness with little revenue attached. 


The benefits of bank loans and the 
safety and convenience with which banks 
handle routine financial transactions 
have been multiplied not only by in- 
creased activity but by many new and 
complicated demands, and this will con- 
tinue. 


All of these services are vital to the 
smooth functioning of a war economy 
and in their uses everywhere there is 
evidence of the bankers’ desire to take 
a leading part in financing the war and 
meeting the financial problems of the 
war. But this is only the beginning. 
The problem is not limited to the com- 
plications of expanded normal banking 
services, nor to the sale of Defense 
Bonds, nor to the purchase of bonds as 
investment to support the financial pro- 
gram of the Government. 

There is a greater responsibility. It 
exists in terms of a necessity to under- 
stand the new financial problems of the 
individual and of the Government, and 
to be prepared to answer these con- 
structively and soundly for all con- 
cerned, including the banks themselves. 
The test lies in adapting the financial 
machinery, the established relationships 
and the natural local financial leader- 
ship to the changing problems of the 
times. How well this is done will not 
only affect the success of the war pro- 
gram but the future well-being of the 
individual and the nation as a whole. 

The need for savings and thrift arises 
from two basic problems, both directly 
related to the successful conduct of the 
war. The first is to finance the war and 
at the same time avoid inflation and 
preserve the future health of our econ- 
omy. The second is to do without ma- 
terials, products and services which 
must be sacrified to obtain the needed 
production of war goods. While we 
are affected by the latter, the nature of 
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our business places our primary con- 
cern with the former. 

In the broadest sense, and strictly 
aside from the routine management of 
the banking business, the effectiveness 
of the services of banks will be meas- 
ured by their ability to meet certain 
major problems. I will limit myself to 
two classifications. The first will be re- 
lated to the financing of the Government 
War Program in terms of the purchase 
of Government bonds and the sale of 
Defense Bonds and Stamps to the pub- 
lic, and the second will be in the ap- 
proach and action relative to the over- 
all financial problems of the nation as 
they affect the individual. 

We know that one of the principal 
functions of the banks will be in connec- 
tion with the direct financing of the 
Government through the purchase of its 
bonds. The subscriptions for Govern- 
ment bond issues by banks not only 
provide a market for a large part of 
every issue but insure the success of 
the sale. According to the Bulletin of 
the Treasury Department for February, 
1942, a survey of the holders of 95 per 
cent of the marketable Government di- 
rect and guaranteed issues showed that 
commercial banks and mutual savings 
banks own 50 per cent of the total, the 
remainder being held—1614 per cent 
by insurance companies; 10 per cent by 
Government agencies; and 23% per 
cent by other investors. This is suff- 
cient indication of the importance of 
the banks in this field. 

The widespread services and contacts 
of the banks with the public have fur- 
nished the most completely established 
agency for the purpose of selling De- 
fense Bonds and Stamps. That this job 
has been well begun by the banks is 
proven by these figures, given to me 
from Washington, D. C. Of Series “E” 
Defense Bond sales of $2,210,000,000, 
from May 1, 1941, to March 1, 1942, the 
banks accounted for $1,350,000,000 (61 
per cent). This does not include stamps 
outstanding of $137,000,000, the source 
of the sale of which cannot be iden- 
tified. 

The problem for the future, then, 
will be to place as many of the Defense 
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Bonds as possible in the hands of indi- 
vidual investors and at the same time 
maintain the position and availability 
of the banks as the effective underwrit- 
ers of new Government issues. 


Problem for Banks and Government 


Whether or not this is a problem and 
an important one to the banks and the 
Government can be readily measured 
by a few simple figures. In the budget 
figures for the 1942 and 1943 fiscal 
years, it is estimated that the Govern- 
ment will spend about $90 billion. 
After deducting the estimated receipts 
for these years (includnig the proposed 
increased taxes) the Government appar- 
ently will need about $52-$54 billion of 
new money, which can be raised only 
by borrowing, if we rule out the print- 
ing of currency for the purpose. 

In connection with these figures it is 
estimated that about $12 billion of the 
Government borrowing in these two 
years may be absorbed by investors or 
agencies other than banks; that $18 or 

$19 billion may be absorbed by invest- 
ors in Defense Savings Bonds, and the 
remainder of $21 or $22 billion will 
have to be taken by commercial banks 
and mutual savings banks (of which the 
mutual savings banks’ share will be less 
than 5 per cent). 

Here you see a simple measurement 
of the direct Government financing 
probably needed for the two fiscal years 
in terms directly applicable to the func- 
tion of banks in buying Government 
bonds and selling Defense Bonds to the 
public. 

It must be recognized that while these 
figures are based on recent budget fore- 
casts, their final amounts will depend 
upon additional appropriations, whether 
these tremendous sums can be spent, 
and if the Government receipts ap- 
proach the expectancy. 

Obviously, the amount of bonds to be 
directly absorbed by the banks will 
vary with the actual spending, the Gov- 
ernment receipts, and the amount of 
Defense Bond sales. If the latter are 
higher than the estimated amount, the 
banks will have to buy less Govern- 
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inflation and preserve the fu- 
ture health of our economy. 
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war goods. While we are af- 
fected by the latter, the nature 
of our business places our pri- 
mary concern with the former.”’ 


ments direct—ii lower, they may have 
to buy more; but the two figures of 
$18 or $19 billion of necessary De- 
fense Bond sales and the $21 or $22 
billion of bonds that will have to be 
purchased by the banks, either sepa- 
rately or combined, serves to define the 
general problem. 

By comparing the total Defense Bond 
and Stamp sales for the ten months up 
to March 1, 1942, at $4,438,000,000, 
against the needed $18 billion for the 
24 months under consideration, you can 
obtain some idea of what will have to 
be done in this classification. Since the 
war began early in December, the sales 
have been higher than the average of 
about $300,000,000 a month for the 
previous seven months. The sales for 
December, January and February aver- 
aged $763,000,000 a month. But to 
meet the requirements quoted for the 
1942 and 1943 fiscal years it will re- 
quire continuous average sales of at 
least’ $750,000.000 a month. 

We know bank holdings of Govern- 
ment bonds have increased but by com- 
paring the increase in direct and guar- 
anteed Government bond holdings of 
the member banks of the Federal Re- 
serve System in the two years prior to 
December 31, 1941, of about $5 bil- 
lion, with the estimated needed increase 
for these two fiscal years of $21-$22 
billion, you can see what will probably 
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happen in this classification. With 
added appropriations and ability to 
spend, both these figures will increase 
and may well turn out to be substan- 
tially below the final figures when the 
actual accounting for the two fiscal 
years is completed. 

It does not answer the problem to 
know the figures or what will be re- 
quired. Also, it is not answered by 
the bankers’ willingness to sell Defense 
Bonds and buy their share of direct 
Government issues. We can assume 
that both of these will be done. There 
is a larger problem to be understood 
and receive attention while the process 
of carrying on this job is completed. 
It will be defined in somewhat different 
terms. 

We all recognize that this is a war 
not only of men but of production. Pro- 
duction comes first, the battle later. 
Fighting man power is dependent upon 
ships, guns, tanks, planes, military vehi- 
cles, and all their supplementary sup- 
plies and equipment. Up to one-half 
and possibly more of our production 
capacity will be diverted to these pur- 
poses, and in accomplishing these war 


needs our total production will exceed 


all past peaks. Everything normally 
produced will have to be curtailed and 
replaced by these war goods, and to 
obtain the needed volume of war pro- 
duction fantastic sums will have to be 
spent. 


Increase of Wage Earner Income 


A large part of the dollars spent will 
go into wage earner and consumer in- 
come. Individual buying power will be 
increased sharply, except as it is re- 
duced by taxation, Defense Bond pur- 
chases, and other things. Those work- 
ing on the expanding war production 
will have increased incomes to spend on 
a lesser amount of normal consumption 
goods. If they compete for the avail- 
able goods with their increased ability 
to pay for them, and without price con- 
trol, we will have inflation. The basic 
general problem then has two parts: 
To finance the war and, while doing it. 
to avoid inflation. 

The Government problem is to re- 
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cover as much of its current spending as 
possible from the current income of the 
people. That is, to recover it in the 
same terms it is being paid out and re. 
duce the excess spending power of the 
people over the dollars of goods they 
can buy. The goods cannot be in. 
creased, so the buying power has to be 
reduced by taxes and savings, or the 
gap will be closed by prices rising as 
people bid against each other. There- 
fore, every effort must be put forth to 
curtail spending; therefore the impor- 
tance of higher taxes and Defense Bond 
sales, and the general need for aggres- 
sive programs to stimulate savings. 

The “inflationary gap” or “inflation- 
ary factor” is the gap between the con- 
sumer income, after taxes, and the goods 
and services for which the money can 
be spent. Recently it has been esti- 
mated that consumer gross income (be- 
fore taxes and savings) in 1942 will be 
$30 or $35 billion greater than the pro- 
duction of goods or services for which 
it may be spent. That gap will grow as 
more and more consumer production is 
curtailed and as more and more money 
is spent on war production. Also, it has 
been estimated that there will be an $11 
billion increase in consumer incomes 
for the 1942 calendar year. Most of 
it will go into the income group that is 
taxed little in proportion to the income 
increase. In the higher brackets, most 
of it will go for taxes. 

Even after the proposed taxes (in- 
cluding the increases) are paid there 
will be more money left in the hands 
of the people than ever before in our 
history. If the spending of this income 
is not curtailed when it is greatest and 
the goods to be bought by it are being 
constantly restricted, it will contribute 
directly to inflation which, in itself, is 
worse than any tax which may be levied. 
On the other hand, if this purchasing 
power is diverted into Defense Bonds 
or any other form of saving, it becomes 
a weapon for fighting the ‘military, the 
production, and the anti-inflation cam- 
paigns—all-important battles — which 
must be won. 

Taxes and the sale of Defense Bonds 
reduce the inflationary force of the tre- 
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mendous sums being spent and appear- 
ing in the industrial pay rolls. But it 
cannot all be taxed away or sold away 
in voluntary purchases of Defense 
Bonds. There is no indication that 
either of these will be sufficient. 

There is not enough in Defense Bond 
sales and the present taxes to sterilize 
this stream of purchasing power. It 
must be gathered in through other 
sources and diverted to other forms of 
saving. For the purpose of avoiding 
inflation and offsetting the effect of war 
spending. any form of saving is as ef- 
fective as Defense Bond sales. We know 
normal outlets for savings in home 
building, automobile, refrigerator and 
other similar goods usually bought on 
time to the extent of billions of dollars 
will be curtailed. Saving becomes easier 
because of the lack of things to buy. 
The logical gathering place of as much 
of these funds as possible is in savings 
deposits where it can add to the bank’s 
ability to invest in Government obliga- 
tions and, thus also, indirectly assist in 
financing the war. 

Not long ago we were adopting the 
forty-hour week to create additional em- 


ployment, to increase purchasing power 
for consumer goods at the bottom, 


where it was needed and where the 
money would be spent. and to provide 
more leisure in which to spend. Every 
national policy was directed toward 
stimulating buying power. Now there 
is a frantic effort to find ways to siphon 
back into the Government treasury 
enough of the war workers’ spending 
power to restrain inflation. A labor 
shortage is impending, and war pro- 
duction needs make obsolete the idea 
of “leisure.” 


Reversal of National Philosophy 


Strangely enough, here we are faced 
with a complete reversal of national phi- 
losophy. After years of attempts to keep 
money in circulation, so as to furnish 
employment and encourage business, 
now we have to do the opposite and 
keep it out. As long as the war lasts, 
the Government spending for war goods 
will force it into circulation in stagger- 
ing amounts, industrial production will 
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get its encouragement with direct Gov- 
ernment orders, every available man will 
have continuous employment at good 
wages, and every agency will be used to 
keep every possible dollar from being 
spent by the individuals in competition 
with the Government and one another. 

The first of these agencies will be 
taxes. The second will be Defense 
Bond and Stamp sales, and the third 
will be savings deposits in banks or 
some other form of saving. The latter 
is an obvious source of collecting the 
funds of the people, as a means of 
financing the war and avoiding infla- 
tion’? It is the bankers’ obligation to 
recognize the necessity of it and the 
place of savings in answering the gen- 
eral problem, and to act with continued 
aggressive savings programs. To do it 
not only helps to meet the immediate 
problem of financing the war but also 
helps to preserve the economic health 
of the country. 

Both the war financial program and 
the future economic health of the coun- 
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try will depend upon this new necessity 
—the individual and collective practice 
of thrift. This humdrum virtue becomes 
enormously important in war time. 
Some elements of its national impor- 
tance have been outlined which are just 
as important to the individual as to the 
Government. Whatever importance 
there is to the war program and the eco- 
nomic health of the country is certainly 
of equal concern to the banks. 

But the necessity for thrift will be 
measured by war requirements more 
personal to the citizen. As long as the 
war situation lasts he will practice it in 
terms of higher prices and shortages 
in the goods and services normally avail- 
able, a steadily increasing share of his 
earnings paid in taxes, a larger portion 
of his income to be invested in Defense 
Bonds or saved in other ways, and less 
personal and unnecessary spending. 

He will be taxed to the limit. Also 
he will do without to the limit and save 
to the limit, either voluntarily or in- 
voluntarily. He will do this himself 
because he knows it needs to be done 
or will have it done for him because it 
has to be done. These are necesary 
Thus, 


parts of the Victory Program. 
saving and thrift reappear on the scene 
as re-established fundamental economic 


virtues. No more will the thrifty man 
be rated selfish, narow-minded, a lia- 
hility to the community, and a drag on 
progress. 

In World War I, in a little over two 
years, the people of the country sub- 
scribed to four Liberty Loans and one 
Victory Loan. These loans amounted in 
all to $1814 billion, which represented 
the total financial participation of the 
public in Government bonds for the pe- 
riod of the war. But observe that the 
whole war total was equal to one good 
appropriation bill of recent days. You 
will recall that in World War I, saving 
and thrift became a national issue. We 
were driven by necessity then and are 
driven even more so now. Every other 
consideration will have to be subordi- 
nated to it. 

Bankers can be leaders in teaching 
this need in terms of the problem of the 
individual as well as that of the nation. 
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They can encourage a sound personal 
Victory Program which will be a direct 
support to the general Victory Program, 
The basis of it will be voluntarily to 
spend less, save more, and get out of 
debt, as the Government spends more 
and goes into greater debt. Saving 
money, instead of spending it, will pre- 
vent inflation now and provide purchas- 
ing power and protection when the war 
is over. It will be a hedge against post- 
war unemployment and provide funds to 
carry through the readjustment period. 
(This is recognized in the slogan re- 
cently announced and adopted by The 
New York Stock Exchange in connec- 
tion with its recommendation to pur- 
chase Defense Bonds—* National Secu- 
rity Today—Personal Security Tomor-. 
row.’ ) 

To sell any product, service or idea, 
the approach has to be in terms of 
benefits for the purchaser. This leads 
me to suggest that there is little selling 
in most of the Defense Bond advertising 
of today. Patriotism should be enough, 
but it will be strengthened if you can 
interpret that general quality into ac- 
tions more specifically useful to and 
understood by the individual. Give 
him “reason why” copy and less of this 
“Buy Defense Bonds and Stamps.” Tell 
him advantages he can understand. 


More Selling Needed 


I believe this program can be sold in 
terms of the following general char- 
acter: 


For every individual to buy Defense 
Bonds and Stamps—not alone, because 
to win the war the Government needs 
the patriotic financial support of every 
individual but because, from the stand- 
point of the purchaser, Defense Bonds 
represent an ideal form of investment, 
combining safety of principal, satisfac- 
tory interest return, liquidity, and price 
stability. They are demand obligations 
with stop-losses and have none of the 
market risks of the negotiable War I 
Liberty Bond (which many people still 
remember), in terms of—creating for 
the purchaser an after-the-war cash re- 
serve and spending power; a future 


THE BANKERS MAGAZINE for June, 1942 





monthly income created now by buying 
one or more bonds a month; and be- 
cause Defense Bond buying is the most 
important act of a civilian defending 
himself and his fellows from an eco- 
nomic consequence of the war which 
mav be as bad as defeat. 

For every individual to be prepared 
to pay increased income taxes—because 
the tax must be paid when due, the pay- 
ment can neither be escaped nor de- 
ferred, the amount to be paid is a first 
lien on earnings and savings, and too 
many people plan on paying the tax 
levied on last year’s income out of this 
years income, which is a dangerous 
financial risk if next year’s income is 
less than this year’s or is nothing at 
all and the tax is higher. 

For the individual to pay his debts 
and protect his assets—because the 
higher wages and greater demand for 
labor incident to war production will 
come to an end, or a readjustment pe- 
riod—sometime; and the first and best 
use of an increased current income is to 
pay existing debt; and the greatest per- 
sonal safety lies in being sure the prop- 
erties, conveniences, comforts and other 
assets of use or value which have been 
purchased are actually owned. 

For the individual to control his ex- 
penditures—because the national econ- 
omy does not now need, nor the Gov- 
ernment want, the stimulation of un- 
necessary personal spending; and ecno- 
omy in all things is the only possible 
way to meet the combined problems of 
higher personal taxes, increased cost 
of normal purchases, the necessity for 
more savings to finance the war effort, 
and to provide adequate protection for 
the future. 

For the individual to create a bank 
savings account—hbecause it is the place 
to accumulate the cash reserve needed 
to pay the income tax and needed to 
meet the unexpected problems of the 
day-to-day future; a part of every dol- 
lar deposited in a bank will be invested 
in Government bonds and thus _indi- 
rectly help finance the war program; 
and a bank savings account has the ad- 
vantages of safety, convenience and im- 
mediate cash availability. 
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protection when the war is 
over.”’ 


Every one of these reasons can be 
amplified or improved upon. The point 
is only that these or similar reasons 
have more value to the man-on-the-street 
than “Buy Bonds” if you are selling 


bonds, or “Save Money” if you are sell- 
ing savings accounts. 


Paying Debts 


You may wonder why I include the 


payment of debt in a savings program, 
particularly for banks that are in the 
lending business. I do it because the 
times indicate it is for the greatest good 
of the majority of the people and the 
nation. as a whole, and to do the right 
thing will be better for a bank in the 
long run than to make a loan. 

Also, I do it because one of the most 
important forms of saving is always the 
repayment of debt. The nation is go- 
ing heavily into debt to pay for the war. 
Reduction in private debt will help off- 
set the inflationary effects of the expan- 
sion of Government debt. It will make 
the burden of total debt, public and 
private, more manageable in the post- 
war period. From the standpoint of 
the individual it is always sound to pay 
off debt when income is high. This is 
particularly true today as we face a pe- 
riod of rising taxes and higher living 
costs during which all fixed charges will 
be harder to meet. 

Washington has already acted on this 
principle. The need for cutting down 
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on private debt has been recognized by 
restricted installment sales and talks of 
cutting down on charge accounts. The 
public has been urged not to borrow 
needlessly, and to pay off debt as much 
as possible. Banks can encourage the 
prepayment of loans by borrowers 
whose increased income now makes 
possible a faster paying off of debt. 

To understand, to believe, and to act 
on these principles is a state of mind we 
can acquire for ourselves and teach 
others. These values and their mean- 
ings can be taught, their advantages 
clearly stated and understood, and the 
desire to gain their benefits inspired. 
That is a fundamental selling job of the 
banks. It is part of an aggressive sav- 
ings program which recognizes not only 
the needs of the Government but those 
of the individual in meeting the same 
fundamental problems. 

The recently published statement of 
the Econemic Policy Commission of the 
American Bankers Association has ex- 
pressed a fundamental policy in these 
phrases which I have selected and joined 
together for our purpose. “To encour- 
age thrift and discourage spending. To 
practice as well as preach the gospel 
of work and save. To help the public 
understand measures which depend for 
their success upon public coéperation.” 

You may admit the advisability of 
the aggressive selling of savings to 
supplement the sale of Defense Bonds, 
as an anti-inflation hedge, as an indi- 
rect source of war financing, and as a 
protection to the individual. But, at 
the same time, you may have certain 
reservations about this which are re- 
lated to the practical operation of your 
bank rather than either general bank- 
ing or national policy. 

You may wonder if you can afford 
to push Defense Bond sales in view of a 
possible loss of deposits. In the first 
place, to be effective for anti-inflation- 
ary purposes, the Defense Bond sales 
should be made to the current income 
of the purchaser and not to his accumu- 
lated bank deposits. We know many 
have been purchased from the latter 
source—too many. The total sales have 
been small compared to the additional 
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income created by Government spend- 
ing appearing in pay rolls and wage 
earner income. If the bonds are pur. 
chased from current income, bank de- 
posits will not be affected. So to avoid 
loss of deposits—sell Defense Bonds 
to current income. Push the Defense 
Savings Pay Roll Allotment Plan. 

If there is concern that the purchase 
of Defense Savings Bonds will be made 
by withdrawals of savings deposits, 
there is all the more reason wide pub- 
licity should be given the valid objec- 
tions to such a policy. 


Total War Effort Needed 


In any event, when the nation is en- 
gaged in a world-wide war which re- 
quires a total war effort from every in- 
dividual and every organization, public 
and private, is no time for bankers to 
look at the situation in terms of their 
special interest in deposits. Each must 
be able to see the whole picture, the 
place of the banks in it, and be willing 
to act in the common cause. Nothing 
will cost the banks so much as loss of 
the war or an outright inflation. 

In spite of everything there will be 
little the banker can do to keep his 
total deposits from rising, because of 
the amount of Government money be- 
ing spent. Of course this is more 
clearly true in the case of a commercial 
and savings bank than of a strictly sav- 
ings bank. The banking problem is 
more likely to be one of keeping depos- 
its, investments and loans in a reason- 
able relationship to the capital struc- 
ture. The future capital ratios of banks 
and the risk exposure as deposits and 
Government holdings increase is an- 
other series of problems which, at least 
in principle, may be answered by in- 
creases in cash and the nature of the 
Government portfolio acquired. 

Increases of total bank deposits will 
continue. Deposits will grow with the 
bank holdings of Government bonds. 
While withdrawals of credits extended 
to the Government by purchase of bonds 
may temporarily reduce deposits, as the 
money is spent it returns to the banks 
as the deposit of a wage earner or busi- 


THE BANKERS MAGAZINE for June, 1948 





ness. Money which passes from de- 
positors’ accounts to the credit of the 
Government for Defense Bond sales 
quickly returns again to the hands of 
: public, and ion it to the banks. 
From a practical standpoint, the more 
bonds sold to depositors the less the 
change in deposits and the better the 
ultimate position of the banks and the 
country. 

The Bank of Montreal furnished me 
with the figures on deposits in the 
Canadian Chartered banks from the out- 
break of the war. From September, 
1939, through January, 1942—a period 
of 29 months—“notice” deposits have 
slightly increased in spite of the volume 
of War Loans and War Savings Certifi- 
cates sales to individuals. In the same 
period, demand deposits have increased 
60 per cent. 

The next question may be that if you 
admit the broader obligations to sell 
savings—already discussed—and if you 
ageressively sell savings deposits in ad- 
dition to the sale of Defense Bonds, will 
the savings deposits have any practical 
value to your business? 


Value of Savings Deposits 


I believe this is a matter of operating 
philosophy. If the mental objective is 
exclusively in terms of the deposit to- 
tals of a competing bank, or in dollars 
of profit to be made after paying a sav- 
ings interest rate sufficiently high to at- 
tract a substantial increase of de posits, 
I doubt their value. 

While savings deposits have always 
been considered investment funds and 
serve that general function, today they 
are not an investment for income by the 
depositor. They are a place of safety 
and convenience at a nominal interest 
return. That there is a value in bank 


savings, exclusive of rate, is proven by 
the fact that Defense Bonds on a long- 
term basis are more attractive than sav- 
ings deposits, and yet all the savings de- 
posits are not used for the purchase of 


Defense Bonds. If the bank rate paid 
on savings is properly related to the con- 
ditions of safe investment and sound 
bank administration, the value of sav- 
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‘‘You may wonder why I in- 
‘clude the payment of debt in a 
savings program, particularly 
for banks that are in the lending 
business. I do it because the 
times indicate it is for the great- 
est good of the majority of the 
people and the nation as a 
whole, and to do the right thing 
will be better for a bank in the 
long run than to make a loan.’’ 


ings deposits will take care of itself— 
now or at any other time. Whatever 
value savings deposits have ever had 
for banks will continue to exist if a 
realistic interest rate is paid. 

The banks will continue to be a 
channel of accumulation, but during the 
war they may not be as much of a reser- 
voir as in the past. The stability and 
distribution of deposits will be affected 
because more savings will have the 
Government as a final destination. 
Nevertheless, deposits will accumulate 
for payment of income tax, because of 
limited investment opportunities, re- 
duced spending, personal reserves, fu- 
ture protection, and availability. It is 
true the Government will be competing 
directly for these deposits. But the 
banks do not have to go out of business 
on that account. Defense Bonds are de- 
signed not to be too readily convertible 
into cash nor too attractive for the 
shorter term holding of funds. 

Certainly no banker expects or in- 
tends to go out of business. If savings 
deposits are part of his business, his 
move is to consider ways and means of 
maintaining their use and value. The 
problem should serve to stimulate in- 
genuity and salesmanship. It should 
bring bankers’ minds to work on meth- 
ods of preserving and improving their 
markets and the relationships which are 
the basis of their business. There can 
be no stepping aside and waiting for a 
final, simple answer after the war is 
over and because the present is con- 
fused or abnormal. 

I would also like to suggest that it is 
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‘I believe we should not for- 
get that the habits and practices 
necessary to create the savings 
may turn out to be the most val- 
uable by-product of the war. 
The individual will have been 
disciplined much like the man in 
the army. He will come out with 
a new set of personal habits and 
a changed viewpoint. This will 
be partly represented by a di- 
rect financial investment in the 
Government and a direct stake 
in its financial future. This 
stake will be in taxes paid, never 
paid before, or higher than ever 
before, and in Defense Bonds 
owned, and other savings. They 
will affect the attitude of the 
people toward the financial ad- 
ministration of the Govern- 
ment.’’ 


no service to the banking business for 
any bank or banker to assume or permit 
to be expressed an attitude that savings 


deposits are not wanted or welcomed, 
particularly if savings is a regular part 
of the bank’s business. You can always 
write your own ticket on the basis you 
will accept them or can afford to. There 
can be a good reason for your terms, 
but not a good reason for creating the 
impression that banks do not want sav- 
ings. That attitude adds fuel to the fire 
of your competition, and of those too 
willing to accuse banks of selfishness 
or failure to meet the service require- 
ments of their normal functions as un- 
derstood by the public. 

If the nation’s strength is the sum of 
the economic position of its citizens, 
their future condition will not be meas- 
ured by their usual store of possessions. 
These will have been partly used up, 
and not replaced. Some savings will 
have taken their place. These savings 
will have greater value than the mere 
dollars because they will have pro- 
vided a great productive machine that 


equipped an army and navy that won a 
war. They will also represent the power 
to acquire goods done without so the 
war could be won. 

In conclusion, I believe we should 
not forget that the habits and practices 
necessary to create the savings may turn 
out to be the most valuable by-product 
of the war. The individual will have 
been disciplined much like the man in 
the army. He will come out with a 
new set of personal habits and a changed 
viewpoint. This will be partly repre- 
sented by a direct financial investment 
in the Government and a direct stake 
in its financial future. This stake will 
be in taxes paid, never paid before or 
higher than ever before, and in Defense 
Bonds owned, and other savings. They 
will affect the attitude of the people 
toward the financial administration of 
the Government. Already we have seen 
some signs of its birth. More people 
will acquire the viewpoint of the more 
heavily taxed and propertied parts of 
the population. With a personal invest- 
ment in the solvency of the country and 
the value of the dollar, they will not be 
so indifferent to consequences. The dis- 
cipline of saving and a stake in the 
financial future of the country may com- 
bine to stabilize and preserve the tra- 
ditional form of our economy. 

For the banks we can say this. They 
will be carrying on an aggressive sav- 
ings program of vital importance to the 
Government, the banks, and the people 
of the country in selling Defense Bonds 
or collecting savings deposits to indi- 
rectly invest in Government securities; 
in encouraging preparation for the pay- 
ment of higher taxes or the payment of 
personal debt; in impressing on the 
public the need for more economy, 
thrift, and saving. Any form or direc- 
tion of effort will be of constructive and 
permanent value if it is used to attain 
the objectives of insuring the financial 
success of the war program, avoiding 
the possibility of inflation, and main- 
taining the fundamental financial health 
of our economy. 
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War Bonds 


A Solution Now... A Problem Later 


REASURY policy, which has al- 

ready saddled the Government with 

a demand debt of over $9.000,000,- 
000, may well be questioned. 

Since 1935, the Treasury has been 
carrying on a nation-wide campaign in 
an effort to tap the savings and income 
of the individual investor; it has been 
selling bonds of ten and twelve-year ma- 
turity which are convertible into cash at 
the purchaser’s option sixty days from 
the date of sale. Known originally as 
Savings Bonds, these obligations were 
retitled Defense Bonds in 1941, and 
since our entry into World War II have 
been called War Savings Bonds. 

The Government must be prepared to 
redeem these claims at all times. And 
as we shall see, such a development is a 
likely eventuality. The possibility of 
an embarrassing financial episode can- 
not be dismissed; the bonds may be pre- 
sented for payment at an inopportune 
moment and cause the very inflation 
which Washington is struggling so 
earnestly to avoid. 

Sales of War Savings Bonds are ob- 
viously anti-inflationary. Consumer pur- 
chasing ability is reduced. The result- 
ant curtailment of buying power is con- 
siderable. Since our entry into the war 
in December, 1941, sales have jumped 
sharply. They exceeded $1,000,000,000 
in January, 1942, and have since aver- 
aged more than $500,000,000 monthly. 

Besides curbing inflationary tenden- 
cies, widespread public subscription has 
other advantages. It has heightened 
the individual citizen’s sense of social 
responsibility for the success of the war 
effort and so contributed to the national 
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By Herbert Spero and 
John A. Leavitt 


unity. The Treasury has also contended 
that a post-war backlog of purchasing 
power is being stored up. When re- 
leased, this purchasing power is ex- 
pected to replace the stimulus of disap- 
pearing war expenditures. However, 
the salutary effect of this flood of buy- 
ing power is directly dependent upon its 
timing. Deleterious consequences may 
result if this buying power flows into 
consumers’ goods markets when Ameri- 
can industry is still unable to adequately 
satisfy the pent-up demand. 


A Questionable Program 


But it is questionable whether the de- 
sired objectives cannot be achieved by 
a sounder long-range financial program 
—a program which would not subject 
the Treasury to a heavy drain of cash 
at the public’s discretion prior to the 
maturity dates of its obligations. The 


This is one of the studies on 
current problems of finance be- 
ing conducted by a Research 
Group of the Department of 
Economics of the City College of 
New York, under the direction 
of Dr. Spero. 

The authors, Dr. Spero and 
Dr. Leavitt, are on the staff of 
the City College Department of 
Economics. They wish to ex- 
press their thanks to Leopold 
Weisberg for his assistance. 





TABLE I 
SaviINncs Bonps 


Sales 
(millions of 
Year dollars) 


1935 


1937 
1938 


post-war period will find the consum- 
ing public starved for the many goods 
and services patriotically surrendered 
in the interest of victory. The conver- 
sion of American industry to war pro- 
duction, the system of priorities insti- 
tuted to insure an adequate flow of 
essential materials to the military ma- 
chine, and the rationing program in- 
tended to guarantee a fair distribution 
of consumers’ goods will all have 
markedly reduced the country’s living 
standard. Everyone is already familiar 
with the growing inability to obtain 
such items as refrigerators, washing 
machines, aluminum utensils, automo- 
biles, and sugar. 

The hungry public, looking forward 
to the end of its patriotic diet at the 
close of the conflict, will in all likeli- 
hood present many of the War Savings 
Bonds to the Government for redemp- 
tion. Further sales of these securities will 
probably drop off sharply as popular 
enthusiasm declines. The Treasury will 
find it difficult to maintain a continuance 
of wide public subscription to its issues, 
although Washington will still be spend- 
ing far in excess of its tax receipts. War 
costs will not end with the armistice. 
The army will not be demobilized imme- 
diately, and governmental commitments 
to industry will not be liquidated with- 
out cost. 


Threat to the Treasury 


The mass of the public which is vol- 
untarily pouring its billions into the 
Government’s coffers is doing so in rec- 
ognition of the exigencies of war. The 
public is placing its funds—funds which 
would ordinarily swell the volume of 
consumer buying power—into bonds 
which, for all practical purposes, are 


Redemptions Redemptions asa 
(millions of per cent of 
dollars) sales 
$ 4 2) 
21 6.1 
33 9.8 


i 13.6 


payable on demand. Fiscal authorities 
may as well face the fact that perma- 
nent investors in these demand obliga- 
tions are distinctly in the minority. 
The greater part of the bonds has been 
taken up by temporary investors whose 
interest in holding on to the bonds may 
not outrun the length of the war. This 
large group represents a threat to the 
Treasury due to the non-permanent na- 
ture of its investment. 

The truth of this assumption may be 
confirmed by the experience of the Gov- 
ernment even during the pre-war years 
1935-1938, when the patriotic stimulus 
was not goading the average person to 
the savings effort. 

Table I shows that in this period 
many voluntary buyers were presenting 
an appreciable amount of demand 
claims for redemption. It must be re- 
membered that these investors were 
more nearly true investors than the 
more recent subscribers who have just 
joined the parade with a burst of patri- 
otic fervor. 

Thus the Government was confronted 
with the task of paying off millions of 
dollars of Savings Bonds before their 
due date. Of course this obligation was 
no real problem, since sales and re- 
ceipts therefrom were far in excess of 
the dollar amounts paid out to credi- 
tors. Again it should be emphasized 
that these investors weremore perma- 
nent holders of saving securities than 
are the multitudinous groups that are 
today accumulating such obligations 
through, for example, pay roll deduc- 
tion schemes. The latter are not likely 
to hold on to their hastily acquired “in- 
vestments” once the pressure of the war 
emergency wanes. 

During the year 1939, in the latter 
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TABLE II 
Savincs Bonps 


Sales 
(millions of 
dollars) 


*January through April. 


part of which World War II began, 
sales jumped sharply. This is evident 
from Table II. 

However, it was not until 1941, the 
year when the United States passed from 
a state of mere sympathy for the Allied 
cause to one of active belligerency, that 
sales reached sizable proportions. And 
it was not until December of that year, 
following the Japanese attack at Pearl 
Harbor, that the monthly volume of 
sales exceeded half a billion dollars. 

Obviously public fears engendered by 
both Nazi military success and the Far 
Eastern peril stimulated and were re- 
sponsible for the marked advance in 
public subscriptions. While redemp- 
tions in 1941 rose over those for the 
preceding year, their ratio to receipts 
fell as a result of the sharp upswing in 
sales. It is reasonable to suppose that, 
after these securities have been in the 
public’s hands for some time and sales 
slump with the return of more normal 
conditions, the proportion of redemp- 
tions to governmental income from this 
source will rise appreciably and _ ulti- 
mately exceed sales. The end of the 
war will see America victorious, the 
threat to our safety removed, and the 
country eager to return to its normal 
standard of living. Then, the Treas- 
ury will have to be prepared to pay off 
many temporary savers who will un- 
doubtedly cash in their patriotically in- 
spired savings in order to enjoy much 
of what they have given up in the inter- 
est of national existence. 


Experience of World War I 
The likelihood of redemptions ex- 


ceeding sales finds support in the finan- 
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Redemptions 
(millions of 
dollars) 

$ 95 
131 

168 
74 


Redemptions as a 
per cent of 
sales 
11.0 
11.7 
5.4 
2.6 


cial history of the first World War and 
early post-war period. During the years 
1918-1923, the Federal Government sold 
over a billion dollars of War Savings 
Certificates. These obligations were 
comparable in character to the present 
War Savings Bonds in that they were 
demand obligations maturing in 1923 
and were designed to appeal to the 
small saver. During the war year 1918, 
redemptions in no wise compared with 
sales. With the close of the struggle, 
however, redemptions quickly caught up 
with and then rapidly exceeded sales. 
The drastic shrinkage in sales between 
1918 and 1923 occurred notwithstand- 
ing an intensive Treasury campaign to 
maintain and stimulate purchases. Ap- 
parently public enthusiasm and patriot- 
ism evaporated with the German de- 
feat. Table III illustrates this situation. 


Bank Support Will Be Essential 


To meet the heavy demand for con- 
version into cash at the end of this war, 
fiscal authorities must fall back upon 


‘“‘The Government must be 
prepared to redeem these claims 
at all times. And as we shall 
see, such a development is a 
likely eventuality. The possi- 
bility of an embarrassing finan- 
cial episode cannot be dismissed ; 
the bonds may be presented for 
payment at an inopportune mo- 
ment and cause the very infla- 
tion which Washington is strug- 
gling so earnestly to avoid.’’ 








Sales 
(millions of 

Fiscal Year dollars) 
Co RIE eneetesens Aer eee $353 
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War Savincs CERTIFICATES 


Redemptions Redemptions as a 
(millions of per cent of 
dollars) sales 

> 3 3&9 
134 18.2 
200 274.0 
160 615.4 
85 121.4 
541 267.8 
87 53.1 
51 221.7 
34 283.3 





the banks. The latter will not only 
have to take over a goodly portion of 
the publicly held baby bond debt but 
they will also be called upon to finance 
continued unbalanced budgets which 
will still be with us. The barriers to 
bank credit—the inflationary menace of 
our present military economy—may be 
broken down at the very moment that 
the public demand for consumers’ goods 
will be rising in the face of both an 
empty storehouse of civilian supplies 
and an industrial machine ill-prepared 
to turn out such merchandise. 

Unless restrictive controls are adopted, 
the net result can only be a post-war 
price inflation. Such was the experi- 
ence of the United States following the 
first World War when commodities con- 
tinued their upward trend until 1921. 
The very size and nature of the present 
and prospective public debt afford every 
reason to believe that, unless preven- 
tive measures are quickly taken, an- 
other and more intense price boom may 
be experienced. As in 1921, an unsta- 
bilizing deflation will be the inevitable 
aftermath when production of consum- 
ers’ goods gathers momentum. 


A Sound War and Post-War maton 
Program 


The Treasury by its present financial 
policy of selling War Savings Bonds, 
which are payable on demand, at best is 
only postponing inflation. Little con- 
sideration is apparently being given the 
long-range effects of the immediate fis- 
cal program. 
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What can be done to escape the un- 
happy, unsettling, inflationary conse- 
quences of the Government’s effort to 
secure popular financial support for the 
war? It is a commonplace thing to 
urge maximum taxation as a sound ap- 
proach. But, this source of government 
income must be supplemented by heavy 
borrowing. And the funds should come 
from the community’s current income 
and not from bank borrowing either 
now or later. If not obtained volun- 
tarily, the savings should be forced. 

Fiscal policy should make one thing 
certain. The general public, especially 
the patriotically motivated small saver, 
should be given no choice but to buy 
long-term Treasury obligations—obliga- 
tions not subject to redemption before 
maturity at the option of the investor. 
In this fashion, the authorities can bet- 
ter avoid recourse to bank credit later 
on, when war weary temporary invest- 
ors will be seeking cash to purchase the 
many necessaries and luxuries sacrificed 
during the conflict. Clearly, this pro- 
gram will also serve to protect the econ- 
omy from the evils of inflation both 
during and after the war. The feasi- 
bility of a program involving the broad 
sale of long-term bonds not cashable at 
the holders’ option was conclusively 
demonstrated during the first World 
War. Twenty-two million persons sub- 
scribed almost $7,000,000,000 to the 
Fourth Liberty Loan, thus testifying to 
the assurance of an adequate response 
in a time of national crisis for long- 
term securities not redeemable at the 
purchaser’s option. 


THE BANKERS MAGAZINE for June, 1942 





| 
| 
i 
| 
| 
' 
| 





| 
| 
| 




















er 


ng 
ly 
Tr, 
1y 
re 


t- 
ae 


le 


- 


re 


at 


oR OF fake 


oO 


“° 


A Plan for Financing 


Small Business 


Y confining attention to the one 

problem of raising new capital for 

established corporations —_ with 
needs from $25,000 to $1,000,000, we 
can avoid the temptation common in so 
much of the growing literature of so- 
called small business to embrace in one 
treatment many problems differing in 
fundamental respects. The difficulties 
of the corner grocer. or the cleaning 
and dyeing establishment are in an en- 
tirely different category. The conclu- 
sions of a study made by the Lincoln 
and Therese Filene Foundation, Inc., 
in a memorandum on semi-fixed and per- 
manent capital for small business 
follow: 

“First, as to the question of the need 
for fixed capital for small business: 
There is no disagreement among econo- 
mists, businessmen, and bankers whose 
statements are here reviewed, that small 
business lacks adequate capital. 

“There is little or no disagreement 
that our financial mechanisms are not 
set up so as to provide equity capital 
for the smaller business units. At the 
same time, there is no disagreement 
that there are many sound small busi- 
nesses which could profitably use addi- 
tional equity or risk capital (i.e., com- 
mon stocks) were they able to secure 
it on terms comparable tc those on 
which the larger business units secure 
their capital. 

“Second, as to the question of semi- 
fixed capital, that is to say, long-term 
loans for small businesses—loans for 
working capital, for the purchase of 
equipment, and so forth, for terms of 
five, ten, or even fifteen years. The 
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Author of “The New Wall Street,’ “The 
New Federal Reserve System,” etc. 


weight of the evidence and opinion pre- 
sented is that the need is real and defi- 
nite.” (Italics in original.) 

This is a succinct statement which 
the writer fully supports. 

Financing of this character has been 
unsatisfactory over a period of years 
from the standpoint both of the enter- 
prise obtaining the funds and the in- 
vestor. This type of public financing 


‘‘Financing of this character 
has been unsatisfactory over a 
period of years from the stand- 
point both of the enterprise ob- 
taining the funds and the in- 
vestor. This type of public 
financing in the past has usually 
ccme at the peak or near the end 
of a sustained period of rising 
business activity. It has been 
exceedingly costly. In the few 
instances where the poor timing 


or the high costs have been sur- 
mounted, the investor has been 
faced with a relatively poor 


market. The ideal form that 
this class of financing should 
take is the purchase of sizable 
interest by relatively few indi- 
viduals of means. Income taxes 
and the changed character of 
local banking seem to preclude 
the return of these investors on 
a national scale.’’ 
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in the past has usually come at the peak 
or near the end of a sustained period 
of rising business activity. It has been 
exceedingly costly. In the few instances 
where the poor timing or the high costs 
have been surmounted, the investor has 
been faced with a relatively poor mar- 
ket. The ideal form that this class of 
financing should take is the purchase of 
sizable interest by relatively few indi- 
viduals of means. Income taxes and the 
changed character of local banking seem 
to preclude the return of these investors 
on a national scale. : 

It is true that industrial advances may 
be made pursuant to Section 13B of the 
Federal Reserve Act by Federal Re- 
serve banks. Aside from Regulation V, 
which was recently adopted in connec- 
tion with the war effort, these advances 
must be made to provide working capi- 
tal, not fixed capital. Loans only, and 
not equity funds. may be provided un- 
der the regulations. The authority of 
the Reconstruction Finance Corporation 
is broader. The loans need be made only 
on sound value or security, and may be 
made not only for working capital pur- 
poses but for replacement of equipment 
or purchase of new machinery when it 


is shown that such capital expenditures 
are necessary for efficient operation and 
are economically sound. Again, it will 
be noted that equity money is not pro- 


vided for. In many instances, equity 
money rather than added indebtedness 
is the advisable form that the financing 
should take. 

Numerous suggestions have been 
made informally or have been embodied 
in legislation seeking to improve the 
investment mechanism. They have in- 
cluded the suggestions of Justice W. O. 
Douglas when he was chairman of the 
Securities and Exchange Commission, 
who emphasized the importance of de- 
veloping the regional: financial centers; 
the recommendation of Judge Jerome N. 
Frank, then chairman of the Securities 
and Exchange Commission, who pro- 
posed a regional system in which private 
funds would own the common stock and 
the Government would own the pre- 
ferred stock. 

More recently TNEC, which did not 
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present its own plan, made a study un. 
der the direction of Peter R. Nehemkis, 
Jr. He emphasized the way in which 
newer financing agencies such as finance 
companies, factors, personal loan com. 
panies and trade creditors had become 
the bankers for small business. 

Many bills have been proposed in 
Congress. Practically all involve the 
creation of a new agency of the Goy- 
ernment or some form of guarantee or 
subsidy. Revision of the rules of the 
Securities and Exchange Commission or 
its abolition would not provide a rem- 
edy. The costs of new financing such 
as registration fees, printing of the pro- 
spectus and other expenses attributable 
to the Securities Act of 1933 and the 
Commission, are only a small part of 
the total cost. Moreover, the usual reg- 
istration statement may be dispensed 
with in new financing amounting to less 
than $100,000. The costs naturally 
weigh most heavily on these small 
issues. 


A Proposed Plan 


The writer outlines below a plan 
which he believes provides an oppor- 
tunity for the commercial banks to re- 
tain an interest in long-term financing, 
ever and above the term loans made 
pursuant to the Banking Act of 1935. 
The distinctive features of this plan are: 


1. The maintenance of a regional in- 
vestment banking system within the 
framework of the present commercial 
banking system under the supervision 
of the Federal Reserve authorities. 

2. The avoidance of the creation of 
an additional government agency. 

3. The avoidance of a government 
guarantee or subsidy. 

4. The regional investment banks will 
not accept deposits or exercise commer- 
cial banking functions so that deposit 
and investment banking will be kept 
separate. 

5. The creation of an agency of ex- 
pert investors which may aid business, 
in addition to financing, through peri- 
odic surveys by trained business ana- 
lysts, engineers and accountants. 

6. Moderate cost. 
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There will be twelve regional banks 
coinciding with the Federal Reserve 
Bank districts. Agencies will be set 
up within each district if necessary. 
The regional, banks will have authority 
to make loans and purchase preferred 
stocks in established businesses in 
amounts ranging from $25,000 to $1.- 
000,000. Security, interest and divi- 
dend rates and other terms will be 
within the discretion of the Board of 
Directors. The capital of these banks 
is to be provided by transferring an 
amount equivalent to 3 per cent of the 
excess reserves of member banks of the 
Federal Reserve System. Accordingly. 
the stock of the new institutions will be 
owned in exactly the same way that 
member banks now own the stock of 
the Federal Reserve banks. Enabling 
legislation. of course, will be necessary. 

Based on recent figures, the banks 
will have a capital of approximately 
$75.000.000. Additional capital could 
be raised through the sale of bonds or 
preferred stock up to one and one-half 
times the common stock and surplus. 


Each regional bank will be managed 
by nine directors; three are to be elected 
by the stock-owning member banks; 


three will be appointed by the President 
of the Federal Reserve Bank in the dis- 
trict in which the regional bank is lo- 
cated, two to be chosen from the busi- 
ness world, one of whom has had invest- 
ment banking experience: three will be 
appointed by the Board of Governors of 
the Federat Reserve System, at least 
one of whom shall have had investment 
banking experience. 

In other words, the stockholding mem- 
ber banks will be represented and they 
may adopt equitable principles for bal- 
ancing their representation. General 
advisory authority will be exercised by 
the Board of Governors and the interest 
of the public will be recognized. Recog- 
nition is also given to the desirability of 
utilizing the experience of persons hav- 
ing investment banking experience. 

The means of providing capital will 
turn the amount of funds withdrawn 
from excess reserves into a productive 
asset. Commercial banks should not op- 
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pose the system, since they cannot and 
should not make investments of this 
character. The evils of the twenties are 
avoided by keeping rigidly separated 
different types of banking. Investment 
bankers should welcome the system, 
since this type of financing has been un- 
satisfactory, and in the event that the 
corporation obtaining the funds pros- 
pers it might finance publicly later 
through the traditional means. From 
the standpoint of the corporation seek- 
ing financing, the plan should be at- 
tractive, since it should be possible to 
reduce the cost materially and obtain 
funds according to merit «without refer- 
ence to the vagaries of the market or 
the momeniary vreferences and preju- 
dices of the public. The whole economy 
should benefit because so much of this 
type of financing formerly was done 
when it might have been better for cor- 
porations to defer expansion. 


Intermediate Size Companies to 
Benefit 


Many companies of intermediate size 
would benefit from continued service 
and help that would be _ provided 
through a staff of specialists in the prob- 
lems of production, marketing and 
financial management. 

The interest rate on bonds and divi- 
dends on preferred stocks would not 
exceed 6 per cent, plus a 2 per cent an- 
nual fee for supervision, and an initial 
survey charge of 14 of 1 per cent of 
the total funds requested. If these 
charges seem burdensome. it is well to 
remember that a statistical study of the 
Securities and Exchange Commission of 
financing between 1935 and 1938 
showed that the cost of preferred stock 
issues under $1,000,000 was 14.8 per 
cent of the gross proceeds. The total 
cost of bond issues of less than $1,000,- 
000 was 7 percent. The costs for com- 
mon stock financing ranged from 22.8 
per cent on issues under $250,000 to 
19.1 per cent on issues amounting to 
between $750,000 and $1,000,000. Ex- 
perience might indicate the wisdom of a 
different schedule of rates. 
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What Assurance of Success? 


What assurance can be offered of the 
success of this plan? Under the cir. 
cumstances, no such assurance is pos- 
sible. If the plan has no structural de- 
fect, it should be tried because of its 
manifest superiority to and advantages 
over other plans addressed to the same 
problem. The widespread conviction 
that small business needs aid _pro- 
vides a ready field for panaceas. So- 
cially, it will be important after the 
war to arrest the inevitable tendencies 
of war regulations to weaken all but the 
strongest business enterprises. At- 
tempts to deal with the problem in other 
countries show that it is not unique to 
the United States. In England the 
famous MacMillan report advocated 
that the investment trusts participate 
and that special companies be set up to 
provide adequate machinery in amounts 
not sufficiently large to have a public 
issue—amounts ranging from small 
sums up to, say, £200,000 or more. In 
pre-war continental Europe the problem 
did not arise because of the close rela- 
tionship between German, French and 
Belgian banks and industry, and their 
direct ownership of industrial securi- 
ties, including equities. 

New England Industrial Development 
Corporation, among others, has ap- 
proached the problem realistically, but 
in the writer’s belief, the attempts to 
provide capital privately will hardly be 
successful except locally; only an in- 
stitutionalized system can cope with 
the problem nationally. 

In the writer’s opinion it is not suff- 
cient for the banks to dispose of sug- 
gested changes by observing that they 
conflict with traditional banking ideas. 
Banking, like everything else, is subject 
to evolutionary processes and must 
adapt itself to changing economic con- 
ditions. 

The plan above outlined builds upon 
the present banking system, involves no 
risk in the sense of impairing the finan- 
cial position of the banks, and will deal 
constructively with a financial problem 
which otherwise may be treated in a 
manner inimical to the banks. 
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How the War Affects 


Bank Investment Policy 


FEW years ago a certain famous 

man asserted that we should put 

first things first. But in a world 
at war it is dificult to maintain our 
perspective—difficult to know what are 
first things. But among the first things, 
and high up in the list, there can be no 
doubt from a national standpoint of the 
importance of preserving the soundness 
of our system of individual privately 
owned and operated banks. Assurance 
of continued progress in this direction 
can be achieved by intelligent codpera- 
tion between the Government and the 
banks and between banks and their de- 
positors along the lines I wish to in- 
dicate. 

Intelligent and wholehearted codper- 
ation of banks with the Government is 
indicated by an overwhelming mass of 
evidence which is familiar to all of you. 
Not only have banks bought for their 
own accounts unprecedentedly huge vol- 
umes of Government bonds, but they 
have diverted no small portion of their 
facilities to the sale of Defense Bonds 
at considerable cost to themselves. 
They have codperated with enthusiasm 
in the financing of customers with Gov- 
ernment contracts. Surveys which have 
been made indicate that in making these 
defense loans in a great many instances 
bankers have gone far beyond the limits 
usually considered sound in the past. In 
other words, the patriotism of bankers 
has been no small factor in whatever 
success the defense effort as a whole has 
achieved. 

That banks will continue to coéper- 
ate wholeheartedly in financing the war 
effort there can be no doubt whatsoever. 
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Yet there are limits beyond which banks 
should not be expected to go. Clearly, 
it would be misguided patriotism for 
banks to follow any policy which even 
remotely could provide a threat to their 
continued soundness. With intelligent 
and sympathetic codperation of the 


@reasury, which takes fully into account 


the problems which bankers must face, 
all Government requirements can be 
met successfully and the soundness of 
banks in general can be assured. 
Figures for all banks for 1941 are 
not yet available, but for the three-year 
period 1939, 1940 and 1941 all member 
banks increased their holdings of direct 
and guaranteed governmental issues 
from a little over $13 billion to over 
$1914 billion. Budget estimates for the 
fiscal year ending June 30, 1943, indi- 
cate that banks will be called upon to 
absorb further large volumes of these 
bonds. Even with the most optimistic 
estimates of receipts from all forms of 
taxation, and the sales of defense bonds 


* The war has presented banks 
with many new problems, but 
none so important as the need 
for checking investment policy. 
The author of the accompany- 
ing article is professor of bank- 
ing and investments at the Uni- 
versity of Michigan. It is based 
on a recent talk at the Wiscon- 
sin Banking Conference. 





and general market bonds to non-com- 
mercial buyers, it seems likely that com- 
mercial banks will have to absorb an 
additional $15 to $20 billion. On the 
basis of present excess reserves of over 
$3 billion, banks as a whole will be able 
to absorb this tremendous addition to 
their portfolios, provided there is no 
concurrent increase in loans of substan- 
tial magnitude. 


The Function of Commercial Banking 


The essential function of commercial 
banking is the mobilization of privaie 
credit and to direct that credit into chan- 
nels which will best serve the ends of 
our national economy. In normal times, 
commercial banks direct that credit into 
channels which facilitate an improve- 
ment in our general standard of living. 
But under war conditions it must be 
siphoned off to meet war-time emergency 
needs, and banks must see to it that 
diversion to non-essential purposes ig 
eliminated. Clearly, therefore. it be- 


comes the duty of commercial bankers 
to scrutinize with care all applications 
for non-defense loans. 

In order to carry a major war effort 


to a successful conclusion it is impor- 
tant, of course, that civilian morale be 
preserved, and some credit will con- 
tinue to be needed to finance goods and 
services essential to such morale. But 
loans facilitating production and distri- 
bution of luxuries and non-essentials 
not only should be cut down, they 
should be eliminated altogether. Even 
with earnest efforts in this direction, 
loans in the commercial banking sys- 
tem as a whole are likely to expand. 
Thousands of corporations all over the 
country are engaged in war production. 
either as prime contractors or as sub- 
contractors. In a considerable percent- 
age of cases the over-all volume of busi- 
ness of these concerns will reach new 
all-time highs. Their working capital 
requirements will be greater than ever 
before. And on top of this provision 
must be made for taxes of truly gar- 
gantuan proportions. 

Taxes are a cash liability. The Na- 
tional City Bank compiled results of 
110 manufacturing companies for 1941. 
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On December 31 they had $113 million 
less cash than they had at the begin. 
ning of the year. The current ratio had 
declined from 3.4 to 2.5. Their tax re- 
serve grew from $280 million to $580 
million, or 36 per cent of their total 
working capital. A great deal of noio- 
riety attended the arrangement for a 
$100 million working capital loan for 
the Chrysler Corporation. But thou- 
sands of smaller concerns all over the 
country will find it necessary to call 
upon their banks for increased accom- 
modation. By executive order, commer- 
cial banks and other lenders entering 
into contracts to finance war suppliers 
are guaranteed against loss. With this 
guaranty in effect, war loans are likely 
to expand substantially. Hence the 
necessity for eliminating all non-essen- 
tial credits. 


Controlling Inflation 


The inflationary implications of 
many additional billions of dollars in 
the hands of the general public can to 
some extent be neutralized by price con- 
trols, priorities and rationing. But ac- 
tive codperation of the banks is also es- 
sential. Before this war is over, ra- 
tioning of credit may come. I am anx- 
ious that bankers should confirm their 
reputation as leaders in promoting pub- 
lic welfare by making such rationing by 
the Government unnecessary. By elimi- 
nating loans for all non-essential pur- 
poses, even those banks which do not 
have excess reserves will be able to in- 
crease their holdings of governments 
and do their bit to prevent the evils of 
inflation and credit rationing. 

But there are other aspects of the mat- 
ter with which the individual banker is 
deeply concerned. In 1941, the aver- 
age member bank held gross deposits 
slightly in excess of ten times its total 
capital accounts, and its bond portfolio 
was approximately four times its stock- 
holders’ equity. If member banks have 
to add $15 billion to their holdings of 
Government bonds the average member 
bank will be holding securities equal to 
6.4 times its capital. This means, as- 
suming no risk whatever in any assets 
except bonds, that banks will be hold- 
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ing bonds on a 16 per cent margin. In 
other words, a 16 per cent decline in 
the market prices of its bonds would be 
sufficient to wipe out all the bank’s 
capital. 

Looking at the situation from this 
standpoint there are two questions 
which naturally arise. The first ques- 
tion is: Is there any possibility of a de- 
cline in market prices of such magni- 
tude, particularly in Government bonds? 
The second question is: Even if a de- 
cline of this magnitude were to material- 
ize, would it seriously affect an indi- 
vidual bank which is in position to hold 
all its bonds to maturity, or to borrow 
on them from the Federal Reserve? 
Let us consider these questions in the 
order presented. 

While there are a few well-informed 
and astute dissenters, the general con- 
sensus appears to be that interest rates 
will not rise sufficiently to endanger the 
position of banks with large holdings of 
governments. It is unnecessary for me 
to rehearse the reasoning which leads 
to this conclusion. You are well aware 
of the controls in the hands of both the 
Treasury and the Federal Reserve Board 
of Governors by means of which inter- 
est rates at extraordinarily low levels 
can likely be maintained. You are 
equally well aware of the interest of the 
Treasury in maintaining these low rates 
in order to facilitate its further financ- 
ing at low cost to the Government. 

It must be admitted, of course, that 
saving is discouraged by extremely low 
interest rates, and it is barely possible, 
if the war continues long enough, that 
the authorities will find it more impor- 
tant, from an anti-inflationary stand- 
point, to encourage additional savings 
than to keep down the cost of Govern- 
ment financing. In spite of this possi- 
bility, I share the opinion of the great 
majority that no great advance in in- 
terest rates is in prospect under present 
conditions. Nevertheless, this may turn 
out to be an inaccurate forecast of what 
Is going to happen. On a fundamental 
question which might involve the con- 
tinued soundness of his institution, the 
banker cannot afford to be wrong. We 
must, therefore, come to grips with the 
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‘‘Before this war is over, ra- 
tioning of credit may come. I 
am anxious that bankers should 
confirm their reputation as lead- 
ers in promoting public welfare 
by making such rationing by the 
Government unnecessary. By 
eliminating loans for all non- 
essential purposes, even those 
banks which do not have excess 
reserves will be able to increase 
their holdings of governments 
and do their bit to prevent the 
evils of inflation and credit ra- 
tioning.”’ 


question as to whether a marked in- 
crease in interest rates would involve 
a disastrous decline in the market prices 
of typical bond portfolios. 

The prospects are extremely remote 
for any decline in Government bond 
prices great enough seriously to embar- 
rass the ordinary bank whose Govern- 
ment bond portfolio is handled with the 
skill and acumen necessary to take into 
account all the risks involved. I am 
thoroughly convinced that the great 
majority of bankers today do have the 
skill and acumen necessary to do this 
very thing. I am thoroughly convinced 
that from the excesses of the late twen- 
ties and the inevitable consequences in 
the early thirties, bankers learned more 
than any other group of business and 
professional men. As a result of those 
heartbreaking experiences, bankers all 
over the country have gone back to 
school. Conferences as distinct from 
the ordinary convention are now a com- 
monplace in a great many states. But 
they were unknown prior to the de- 
pression. 

During these past six or seven years 
bankers have learned a lot about what 
constitutes sound management of a bond 
account. One of the lessons they have 
learned is the utmost importance of con- 
fining new commitments to bonds of un- 
questioned soundness, and even though 
BBB bonds may be eligible, the wide 
spread in yields between such bonds and 
the really high grade is proof that bank- 
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ers in general are avoiding them. Bonds 
in greatest demand today are money 
bonds, bonds which assuredly will be 
paid at maturity. 


Importance of Spaced Maturities 


Another lesson of almost equal im- 
portance is the desirability of spaced 
maturities running up to a conservative 
maximum number of years. In the past 
when the demand for commercial loans 
was far greater, bankers derived a con- 
siderable measure of security to their 
cash position through constant matu- 
rity of loans outstanding. With the 
decline in the demand for commercial 
loans and the necessary substitution 
therefor of larger and larger bond port- 
folios, bankers were perhaps a little 
slow in coming to realize the importance 
of a constant stream of automatic re- 
plenishment of their primary reserves 
through regular maturities of bonds 
held. Since loans have to be arranged 


in accordance with needs of borrowers 
it is perhaps easier to arrange through 
the bond account for regular run-offs, 
and today all good bankers recognize 
the importance of doing so. 


Quite naturally opinions of bankers 
differ as to what constitute conservative 
average maturities and _ conservative 
maximum maturities in their bond ac- 
counts. No two banks are exactly alike, 
and a policy which is clearly safe for 
one bank might entail undesirable risks 
for another. These differences among 
banks arise out of variations in the char- 
acter of their loan and mortgage port- 
folios, differences in their experience 
with respect to stability of their depos- 
its, and differences in the strength of 
their capital positions. In view of these 
facts it is obvious that no general rule 
can be properly applicable to all banks. 
Yet sight must not be lost of the fact 
that banks are also very much alike. 
They are all operating in an all-out war 
economy. they all have identical re- 
sponsibilities to their depositors and 
stockholders. and the necessity for in- 
telligent codperation with the Govern- 
ment in financial matters differs not one 
whit from bank to bank. 

Whatever the position of the particu- 


lar individual bank, therefore, it ap- 
pears desirable for it to place emphasis 
on short and intermediate term maturi- 
ties. Even under normal peace-time 
conditions it is open to question whether 
bonds maturing in the far distant future 
have any proper place in a bank’s port- 
folio. In the midst of a greater emer- 
gency it seems almost self-evident that 
such issues should be held by individu- 
als and other investment institutions 
whose liabilities are not in fact all de- 
mand liabilities and whose over-all im- 
portance to the national welfare is less 
than that of the banks. 

There is good reason for believing 
that the great majority of bankers 
throughout the country realize the im- 
portance of these considerations and 
that their bond portfolios comprise 
chiefly short and intermediate term ma- 
turities. But in bond portfolios thus 
constituted there can be no danger what- 
ever that any depreciation even remotely 
approximating 16 per cent can possibly 
take place. The Liberty Bonds which 
declined to the middle eighties in 1920 
were long-term issues and only long- 
term governments declined materially in 
1932 and 1933. If Treasury 2s of 1947 
were to sell on a 3 per cent basis the 
depreciation below par would be less 
than 5 per cent. 

We are not in position to answer the 
first question posed earlier. That ques- 
tion was, Is there any possibility of a 
decline in Government bond prices of 
sufficient magnitude to wipe out the cap- 
ital of the average member bank? The 
answer must be an emphatic negative 
for banks confining their commitments 
largely to short and intermediate ma- 
turities, 


Danger in Long Maturities 


But what about banks which lean 
heavily toward long maturities? For 
such issues, a major advance in interest 
rates means a material decline in mar- 
ket prices. Cannot a bank safely ig- 
nore market prices in view of current 
rulings of regulating authorities? These 
rulings, as you know, provide that varia- 
tions in market value of all bonds eligi- 
ble for new commitments need not be 


498 THE BANKERS MAGAZINE for June, 194 


eu ® © 


ie i i. a oe es | 





reflected on the books nor in the pub- 
lished statements of condition. If this 
means that market quotations are imma- 
terial there would appear to be no risk 
involved in investing in long-term issues 
exclusively. 

The wide differential in yield between 
five-year and twenty-year governments 
supplies conclusive evidence that market 
quotations are not a matter for indiffer- 
ence. In spite of current rulings, no 
banker holding a large volume of long- 
term issues could fail to be concerned if 
market prices declined to the middle 
eighties. It may be true, as some say, 
that no bank ever went broke because of 
holding Government bonds. It may also 
be true that banks will continue to be 
permitted to borrow at the reserve banks 
on the security of Government bonds at 
par, even though market quotations fall 
considerably below par. Yet the de- 
cline in the bank’s net sound capital will 
correspond exactly with the amount of 
such depreciation. Should Treasury 
234s of 63 sell on a 334 per cent basis 
their market price would be below 86, 
more than 23 points below prevailing 
quotations. 

A bank holding this issue to the ex- 
tent of five times its total capital ac- 
count would be actually insolvent be- 
cause the value of its assets would be 
less than its deposit liability. Of course 
no bank would hold these long-term 
bonds in such large volume. But I have 
used this extreme example to point the 
moral that no banker can be uncon- 
cerned about heavy market depreciation 
of his Government bonds even when the 
intention is to hold them to maturity. 
The wide disparity in yields between 
short and long-term: issues supplies con- 
clusive evidence that most bankers real- 
ize the implications involved. Since 
the average bank is going to have to 
hold bonds equal to over six times its 
total capital. conservative practice clearly 
calls for confinement to short and such 
intermediate maturities as will not en- 
danger its position whatever happens 
to interest rates and market quotations. 
_ I take this position despite my feel- 
ing that interest rates are not likely to 
advance materially. When a bank makes 
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“If member banks have to 
add fifteen billions to their hold- 
ings of Government bonds, the 
average member banks will be 
holding securities equal to 6.4 
times its capital. This means, 
assuming no risk whatever in 
any assets except bonds, that 
banks will be holding bonds on 
a 16 per cent margin. In other 
words, a 16 per cent decline in 
the market prices of its bonds 
would be sufficient to wipe out 
all the bank’s capital.’’ 


a loan to a customer there is always 
some element of risk involved. But by 
making loans to many customers, each 
of whom is considered financially re- 
sponsible, the risk is spread so that total 
losses are small in magnitude. But 
with respect to its over-all position, a 
bank must not take any risk which can 
be avoided. Nobody can clearly foresee 
the future even in peace times. Now 
we are groping along in a virtual black- 
out. Under such conditions, who is 
there to say with any certainty that in- 
terest rates will not advance materially? 
Therefore each individual bond account 
should be constructed so that it cannot 
endanger the position of the bank as a 
wholé, whatever the future may hold in 
store. 


Soundness of Banking System 


The Government has an imperative 
interest in the continued soundness of 
the banking system, and we have just 
seen that any policy which leads to an 
overloading of individual banks with 
long-term maturities renders them more 
vulnerable to changing conditions. It 
follows, therefore, that the Treasury 
should coéperate with the banks by 
financing largely through short and in- 
termediate term issues. In its further 
financing the Treasury can, by spread- 
ing maturities of new issues fairly evenly 
through the next twelve years, simplify 
the problem of bankers who wish to 
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space their maturities over the next ten 
or twelve years. 

This will make it possible for the 
banks as a whole to absorb an additional 
fifteen or twenty billion of Government 
issues without undue strain on the 
soundness of their position. By refus- 
ing to subscribe for long-term issues, 
banks as a whole are in position to force 
the Treasury to take into account their 
peculiar requirements and thus to force 
it to date issues in accordance with their 
needs. Treasury bills and notes in suf- 
ficient volume can take care of require- 
ments up to five years. But maturities 
of new open market issues intended for 
commercial banks should be concen- 
trated within the six to twelve-year 
period. 

What I have been trying to indicate 
is that intelligent codperation between 
the banks and the Treasury is a two-way 
proposition. From the national stand- 
point it is of the utmost importance that 
banks stand ready to absorb much larger 
volumes of Government obligations than 
is usually considered consistent with 
sound conservative practice. Likewise, 
since the continued soundness of the 
banks is a matter of great concern to 
the Treasury, it is equally important 
that the Treasury codperate by dating 
its new issues in accordance with the 
needs of the banks. 

No informed person, either banker 
or layman, will question the need for 
codperation between the banks and the 
Treasury. And nobody can properly ac- 
cuse the banks of being derelict in 
meeting their obligations in this respect. 
It is equally important for bankers to 
codperate with their depositors. In 
most vital matters it is traditional for 
American bankers to codperate fully 
with the needs of their customers. Banks 
have acquired a deserved reputation for 
speed, accuracy and general efficiency 
in handling their depositors’ funds and 
their collection needs. Customers are 
always able to obtain credit correspond- 
ing with their financial responsibility. 
But in one fundamental matter, bank- 
ers can be accused with considerable 
justification of failure to codperate fully 
with the general public. It is unfor- 
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tunate that this should be so, even in 
peace times. It might have tragic con- 
sequences during a great national emer- 
gency. In just what way is it that bank- 
ers in general fail to cooperate fully 
with their customers? It consists of 
their failure to take the public fully into 
their confidence with respect to their 
own condition. 


Banks Should Give More Information 


For a long period of years prior to 
the securities regulation acts of the 
Roosevelt Administration there had been 
a growing tendency on the part of the 
rank and file of leading American cor- 
porations in all lines of activity except 
banking to improve the quality of their 
reports not only to stockholders but to 
the public generally. In fact, many stu- 
dents of the subject feel that the princi- 
pal justification for this legislation lies 
in the requirements for a complete dis- 
closure of all pertinent information. 

Yet typical banking reports vouch- 
safe no more vital information than 
was customary fifty years ago. In fact, 
a curious tradition has grown up in 
this country, a tradition that enjoins 
secrecy about the affairs of the individ- 
ual bank. The successful operation of 
a bank, probably to a greater extent 
than is true for any other kind of busi- 
ness, is dependent upon the confidence 
of the public in its soundness. From 


‘this it follows that not only should the 


policies pursued by the individual bank 
be consistent with the best practice of 
banks generally, but that some regularly 
recurring proof that such is the case be 
supplied to the public. Little informa- 
tion of real value can be gleaned from 
so-called statements of condition pub- 
lished by the great majority of banks in 
the general newspapers and financial 
journals, or made available to depositors 
in bank lobbies. In far too many cases 
the amount of additional information 
supplied stockholders is extremely 
iimited. 

Regulations of the Comptroller of the 
Currency require for all national banks 
the publication in at least one newspa- 
per of a statement of condition conform- 
ing to a prescribed pattern. In most 
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jurisdictions, state banks and trust com- 
panies also must follow a definite form 
for the publication of their statements 
in at least one newspaper. Over such 
patterns. of course, the individual bank 
can exercise no control whatever. and 
in general these patterns leave much to 
be desired. 

A bank could be on the verge of in- 
solvency and even the sophisticated 
reader might be unable to ascertain that 
most important bit of information from 
such statements. In the comptroller’s 
pattern and that followed by many 
states, for instance real estate mortgages 
are not distinguished from commercial 
loans. secondary reserve items are not 
segregated, and no information is given 
as to the relationship between market 
prices and book values of the bond ac- 
count. 

One peculiar aspect of the traditional 
secrecy regarding the fundamental con- 
dition of banks is that this policy is quite 
generally encouraged and even enjoined 
by statute. There exists. of course. no 


statutory provision which forbids the 
individual bank from divulging what- 
ever facts it cares to make public con- 


cerning its business. But in the great 
majority of jurisdictions the public reg- 
ulating agencies having power to exam- 
ine banks, and to require reports from 
them from time to time. operate under 
statutes which prohibit them from giv- 
ing any information relative to the 
soundness of an individual bank to any- 
body outside such agency. 
It is obvious, of course, that details 
of the relationships of a bank to its in- 
dividual customers should not be di- 
vulged by any regulating agency. The 
confidential relationship between the 
bank and its customers is one of the 
finest traditions in American banking. 
Every good banker would consider it 
utterly reprehensible for him to violate 
the confidence of his customers who pro- 
vide him with intimate details of their 
own private affairs or of the affairs 
of business enterprises they represent. 
No responsible person would think of 
suggesting any change in this tradition. 
On the other hand, information about 
the bank itself which is essential to an 
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‘‘I share the opinion of the 
great majority that no great ad- 
vance in interest rates is in pros- 
pect under present conditions. 
Nevertheless, this may turn out 
to be an inaccurate forecast of 
what is going to happen. Ona 
fundamental question which 
might involve the continued 
soundness of his institution the 
banker cannot afford to be 
wrong. We must, therefore, 
come to grips with the question 
as to whether a marked increase 
in interest rates would involve 
a disastrous decline in the mar- 
ket prices of typical bond port- 
folios.’’ 


informed judgment about its soundness 
should be made freely available both by 
the banks themselves and by the pub- 
lic regulating agencies. 


Twofold Relationship Between Bank 
and Customers 


It is worth while in this connection 
always to keep in mind the twofold re- 
lationship between a bank and its cus- 
tomers. All of its customers lend money 
to the bank. Essentially this is what 
they do when they deposit funds with it. 
To some of its customers, on the other 
hand, the bank makes loans. When it 
lends money to a customer, quite prop- 
erly the bank insists upon a complete 
disclosure of the facts vital to an ap- 
praisal of the soundness of that loan. 
Today, both balance sheets and income 
statements are taken for granted, al- 
thoygh it has been only within the last 
fifteen or twenty years that it has be- 
come routine procedure for banks to 
demand and receive operating figures 
from their borrowing customers. 

So far as banks themselves are con- 
cerned, however, we find this to be the 
situation. Not only do their statements 
of condition leave much to be desired in 
the way of revealing information, but 
income statements are not made gener- 
ally available to their depositors. In 
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other words, it is quite common for 
banks to fail to furnish depositors from 
whom they are borrowing with infor- 
mation which is at all akin to the char- 
acter of the information exacted from 
those to whom they lend. 

I take issue with those who argue 
that there is something mysterious 
about the banking business—something 
which renders it dangerous to acquaint 
the public with facts essential to the 
determination of the soundness of a 
particular institution. How can it pos- 
sibly be dangerous to a sound bank, 
one which is pursuing intelligently 
conceived conservative policies which 
protect it against whatever the future 
may hold in store? Why should such 
banks hesitate, as a part of routine 
procedure, to supply the public regu- 


A book that provides in one volume 
a Complete Banking Library 


GLENN G. MUNN’S 


ENCYCLOPEDIA 


of Banking and Finance 


An indispensable work of reference for the banker, 
broker, business man or student 


ERE its a book that contains 865 

pages and over 3500 terms relating 
to money, credit, banking practice, 
history, law, accounting and organiza- 
tion, foreign exchange, trusts invest- 
ments, speculation, markets and broker- 
age. 
With this convenient volume on your 
desk you are in a position to answer 
any question which may arise pertain- 
ing in any way to banking, investment 
or finance. All market terms and 
operations are carefully described. 

An important feature is the bibli- 
ography given at the end of each term, 
referring the reader to sources of addi- 
tional information on any subject in 
which he is_ particularly interested. 
Why not examine a copy at your own 
desk at our risk? 


Sent Postpaid for 5 Days’ Free Examination 


=— 8 The Rey ron eee 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 

Send me for examination a copy of 
Munn’s Encyclopedia of Banking and 
Finance. Within five days after its 
receipt I will send you the price, $8.50, 
or return the book. 


larly with irrefutable proof of their 
soundness? 

The only conceivable reason is the 
fear that something may happen in the 
future which will render them unsound, 
and that it would be desirable to con- 
ceal such facts from the depositors who 
are lending them money. If so, there 
is a question of moral and ethical stand- 
ards involved. But aside from that, 
what danger is there that a sound and 
conservatively managed bank will have 
to contend with future situations which 
may render it unsound? 

With Federal Deposit Insurance in 
effect there seems to be no real possi- 
bility that there should develop a re- 
currence of widespread hoarding so 
prevalent during the days of the great 
depression. Whatever be the course of 
international events, therefore, banks 
need have no fear that all their deposi- 
tors will withdraw their funds within a 
relatively short period of time. In the 
absence of inflated real estate values, 
no major disaster with respect to mort- 
gage loans need be anticipated. Other 
loans seldom have been the cause of 
bank failures. There remains only the 
bond portfolio as a major cause of un- 
certainty. In no other respect, as I see 
it, can banks be at all vulnerable. Con- 
servative bond investment _ policies, 
with concentration in short and _ inter- 
mediate term governments, provide the 
key to sound banking today. 


Statements of Condition 


With more thought given to the con- 
struction of statements of condition in- 
serted in newspapers and financial jour- 
nals, the general public can be better 
informed as to the real soundness of a 


bank. Banks use such insertions for 
advertising purposes, and it would seem 
that above all else they would want to 
advertise their soundness. The typical 
published statement of condition adver- 
tises little except size, which by no 
stretch of the imagination can be consid- 
ered a synonym for soundness. It in- 
cludes items of no consequence whatever 
in the eyes of the sophisticated public. 

What large depositor, for instance, 
cares a whoop about the amount of in- 
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terest earned but not collected, or the 
amount of unearned discount? What 
outsider can possibly be interested in ac- 
crued or prepaid expenses? Of what 
significance is an item labeled “Re- 
serve for Taxes, Interest and Divi- 
dends”? Except for banks doing a 
large foreign business, no significance 
attaches to the items of acceptances and 
letters of credit or the offsetting contin- 
gent asset of customers’ liability under 
such instruments. Fer at least 99 per 
cent of banks, all such items can be 
grouped under the headings of “Other 
Assets” and “Other Liabilities.” Fol- 
lowing this procedure ‘leaves space 
available for such really significant in- 
formation as the following: 


U. S. Govt. obligations due within 5 years 
after 5 years 
Other securities due within 5 years 
after 5 vears 
(All figures at not in excess of market 
values) 


It must be admitted that a very large 
percentage of the general public is both 
entirely uninterested in such details 
and also insufficiently equipped to ap- 
praise their significance. But this does 
not, or at least should not, be true of 
the large corporate or institutional de- 
positor for whom deposit insurance pro- 
vides no protection. 

Furnishing information of this char- 
acter in published statements is neither 
radical nor revolutionary. Despite the 
bad example set by regulating authori- 
ties, it is not difficult to find isolated 
examples of bank statements, published 
ostensibly for advertising purposes, 
which include such vital details. Time 
does not permit citation of such exam- 
ples other than to call your attention 
to the fact that one large Chicago bank 
has followed this policy for a number 
of years. And you are, of course, aware 
of the fact that Canadian banks always 
follow this policy. 


Income Statements 


In addition to publishing really in- 
formative statements of condition after 
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each call report, banks can codperate 
more fully with the general public by 
publishing their annual income state- 
ment, being careful to segregate such 
nonrecurring items as “bond profits 
realized” from operating profits. A few 
years ago in the Wall Street Journal 
there appeared a leading news article 
under the heading “Operating Report 
Issued in Detail by Corn Exchange.” 
The Equitable Trust Company of Wil- 
mington, Delaware, publishes a_five- 
year balance sheet comparison and a 
two-year comparative income and ex- 
pense statement. The Manufacturers 
National Bank of Detroit publishes an- 
nually in the daily newspapers of De- 
troit its complete annual report. 

My real theme has been conservatism 
and codperation. By _ concentrating 
their bond commitments pretty largely 
in short and intermediate term govern- 
ments, banks can be conservative even 
with holdings which appear large in 
relation to invested capital. Treasury 
cooperation is essential if this policy 
is to be carried out successfully. In 
addition, codperation with depositors 
and the general public can be achieved 
by taking the public more fully into the 
confidence of the bank through the rou- 
tine disclosure of proof of continued 
soundness. This is a worth while goal 
at any time; it has even greater signifi- 
cance in the midst of a world at war. 
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THERE is one price that we do not need 
to pay to win this war. It is a price 
against which we must guard our 
national life. That price is the loss of 
democracy in America. The concentra- 
tion of power in a unified national effort 
is necessary for the prosecution of war. 
We must give up for the war period 
many of the rights and privileges which 
are enjoyed by democratic people in 
peace time. But we should be sure that 
this giving up is merely a loan for the 
war period and is in no sense a perma- 
nent surrender.—A. L. M. Wiggins, 
Second Vice-President, American Banl.- 
ers Association. 





Bank Machines Are 


War Machines 


By C. W. Fishbaugh 


ANKING and office machines have 
been so reliable and have been so 
useful for such long periods that 

it has been difficult to imagine there 


might come a time when it would be- 


impossible to replace old machines reg- 
ularly with new ones. However, that 
time has now arrived. Typewriters, 
adding machines and other office ma- 
chines have been taken off the market. 
This change may be momentous, but it 
is certainly not calamitous. It merely 
means that we as bankers must practice 
the policies we have long advocated to 
our customers—care of equipment. We 
too must make our machines: “Stay as 
young as they can as long as they can.” 

One of the most important items in 
keeping machines in good condition, yet 
a simple one, is protecting them from 
dust. Each year the manufacturer has 
taken further steps in this direction, 
until now almost every movable part is 
covered and protected from dust and 


1. Keep the machine covered 
when not in use. 

2. Oil only parts that are rec- 
ommended and only with the 
correct grade of lubricant. 

3. Call the service man when 
trouble arises. 

4. Keep amateur repair men 
away from the machine. 

5. Have the machine in- 
spected regularly for adjust- 
ments and repairs. 

6. Keep them running. 


wear. Further protection rests with the 
individual, and that means that ma- 
chines should be covered when not in 
use. All machines should be covered 
at the close of the banking day. It is 
after the bank closes for the day that 
janitor work is done, and this means 
extra dust from sweeping and cleaning. 
Dust is the greatest enemy of any mov- 
ing part. 

Machines should be oiled as directed. 
While lack of oil causes unnecessary 
wear, too much oil can do just as much 
damage. Further, all oil is not alike, 
and only the grade recommended by the 
service man or manufacturer should be 
used. This war has been called a war 
for oil. Oil not only carries forward the 
armies and navies, but carries forward 
business. A well-oiled machine is a 
young machine. 


Don’t Repair It Yourself 


The operator of a machine should re- 
port any trouble at once and should not 
try to repair the machine himself. Too 
often the handy man in the bank tries 
to solve the trouble with a screw driver 
and a pair of pinchers. An adding 
machine is one of the most complicated 
machines in common use and requires 
the expert service of a man trained in 
its intricacies. The accidental shorting 
of a wire may burn out a motor. The 
motor may be rewound, but rewinding 
takes copper wire, and copper is needed 
in war production: copper that goes 
into your motor won't “keep them fly- 
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ing.” Luck may be with the handy man 
in his efforts at repair, but it may turn 
out to be old bad luck instead. 

Adding and bookkeeping machines 
are generally under service contracts 
and are inspected twice a year, and are 
always subject to service calls. At this 
time ,it is particularly urgent that all 
machines be placed on such a contract. 
It is only by these regular inspections 
that our machines can give that extra 
life that we must require of them. 


Care of Typewriters 


The common method with a type- 
writer is a little different. They are 
usually purchased new, and then no 
more attention is given to them until 
they break down and refuse to work. 
The normal life of a typewriter is esti- 
mated at three years based on an eight- 
hour day. This life can easily be 
doubled and must be doubled. A type- 
writer that is inspected and cleaned at 
least once a year can easily give this 
extra service. Keeping the typewriter 
clean between inspections will lengthen 
its life as well as turning out neater and 
better letters. A good typewriter brush 
and type cleaner are prime requisites 
to every machine: “Clean your type- 
writer once a week and see your repair 
man at least once a year.” 

Regular inspection can save your 
machine in many other ways. A hard 
platen that is not replaced can easily 
damage the face of precious type. At 
the same time, a hard platen will “chew” 
countless ribbons until replaced with a 
new one. Due to the scarcity of metal, 
save the old spools you take off when 
replacing a new ribbon, and turn the 
old spool into the service man. Your 
ribbon can be made to last longer by 
changing it upside down every few 
weeks. 

In a mechanized war, business must 
likewise stay mechanized, and it must 
stay mechanized without any drain on 
the war effort. It’s our job, and it’s up 
to us to lead the way. 

_ Keep the machine covered when not 
in use. Qil only parts that are recom- 
mended, and only with the correct grade 
of lubricant. Call the service man when 


THE BANKERS MAGAZINE for June, 


trouble arises. Keep amateur repair 
men away from the machine. Have the 
machine inspected regularly for adjust- 
ments and repairs. Keep them running. 
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DEFENSE BONDS BECOME WAR 
BONDS 


ALTHOUGH such eminent authority as 

Shakespeare has asked, What’s in a 
name, the importance of a proper desig- 
nation in many cases is of the greatest 
importance. This fact was realized in 
changing the name of securities issued 
for war purposes. For the attitude of 
the public mind was no longer exclu- 
sively committed to defense, but had 
turned to the desirability of offensive 
operations as necessary to our help in 
winning the war. The change in the 
name of these securities from Defense 
Bonds and Savings Stamps to War 
Bonds and Savings Stamps was in ac- 
cord with changed public opinion and 
more nearly in accord with the fact, 
since the securities are not issued for 
defense alone, but for general war pur- 
poses, which include offense. 
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PosT-WaR opportunities may be very 
great, great enough, indeed to give us 
a period where the entire economic 
machine could not only work to capac- 
ity. but could actually expand substan- 
tially. There is no likelihood, however, 
that this will be accomplished by the 
fantastic theory that the mechanism of 
credit constitutes an inexhaustible sup- 
ply of capital—Paul M. Cadman, 
economist, A. B. A. 


‘ Interested in 
banking books? 


Send for our complete 
catalogue 


Bankers Publishing Co. 


465 Main Street 
CAMBRIDGE. MASS. 





The Daily Operation of a 


Bank Library 


HE library of the Bank of the Man- 

hattan Company was _ established 

twelve years ago to serve the officers 
and staff of the bank. Its physical 
resources now consist of some 1,200 
bound volumes, nine filing cabinets of 
pamphlet and clipping material, and a 
complete record of our subscriptions to 
periodicals and services, many of which 
are housed in the library. 

The average day begins with the 
opening, checking and routing of the 
mail—magazines, pamphlets, releases 
and letters from all quarters of the 
globe. Some are sent to a regular cir- 
culation list. Others are sent to the 
particular attention of the men most in- 
terested in the subject concerned. A 
third group is filed immediately for 
reference. This continues at intervals 
throughout the day. 

Then there are the newspapers to be 
read and marked for clipping. And 
three times a week the “Officers Bulle- 
tin” must be compiled and the proof 


By Anne P. Mendel 


Librarian, Bank of the Manhattan 
Company, New York 


checked before it is run and distributed. 
In addition to information on the bank’s 
operations, the Bulletin carries notices, 
rulings and other items of specific in- 
terest to our officers. 

The next step is filing the mass of 
material which has flowed back to the 
library throughout the preceding day. 
The library’s subject files are divided 
into two sections. The main section is 
alphabetically arranged, and _ covers 
banking, industry, finance, commodities, 
the United States and general subjects. 
The section on foreign countries is ar- 
ranged geographically by continent and 
country. 

The accumulated material is sorted 
and, as it is filed, the important weed- 
ing process takes place. Clippings and 
pamphlet material are checked with 
data already in file: Is it a duplicate? 


Miss Mendel at her desk 
in the library of the 
Bank of the Manhattan 
Company, New York City. 
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Does one current clipping sufficiently 
cover the subject, or does each cover a 
different aspect which may prove use- 
ful? Except for certain official publi- 
cations and a few periodicals which we 
bind, most papers, magazines and re- 
leases are kept only for limited periods 
of time, depending on their usefulness. 
As the newest of these is filed, an older 
issue can be discarded. All such 
“weeded” material must be looked over, 
and articles of more permanent value 
clipped—to be filed the next day. 


Eliminating Stale Material 


In addition, one file drawer a week 
is reviewed to eliminate material which 
has lost its usefulness and no longer has 
value as background material. It often 
happens, for example, that one pam- 
phlet or article or release may summar- 
ize a given phase of a topic and cover 
all essential facts necessary for refer- 
ence, and this makes it possible to dis- 
pense with other less inclusive pam- 
phlets or clippings. This is absolutely 
necessary to keep the files shipshape 
and uncluttered, and _ perspective is 
needed to do it effectively. What origi- 


nally seemed very important may, after 
a lapse of time, prove to be of no sig- 


nificance whatsoever. And an 
which at first seemed 

only may prove to 
tant developmen 
compilation mag/ have become~entirely 
obsolete and Wary RIODICAL” p me y 
more recent pul ications. 


Moises. 
for information, hoist Ios to be 
checked, notices 


magazines and on 

tions. Occasionally there are notices 
concerning subscriptions, most of which 
we have brought to common January 
and July expiration dates. And of 
course there are bills to be checked 
and passed for payment, and new books 
to be catalogued. 

In the meantime, requests for infor- 
mation have been coming in—personal 
inquiries, notes and telephone calls. 
The questions range all over the bank’s 
widespread fields of interest and cover 
incidental information to staff and cus- 


—_ 


The mail also 
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‘‘Our membership in the Spe- 
cial Libraries Association has 
proved invaluable. Members of 
the Association represent almost 
every imaginable type of finan- 
cial, commercial and technical 
source of information, govern- 
mental as well as private. And 
most of them place their special- 
ized resources generously at the 
service of fellow members. 
Through local meetings, publi- 
cations and the opportunity for 
nation-wide personal contact af- 
forded by the annual convention, 
the Association serves its mem- 
bers as a professional clearing 
house for ideas, methods and 
sources of information.’’ 


tomers, as well as material for bankers’ 
association speeches and A. I. B. assign- 
ments. No subject is too broad or too 
detailed for question. 


Questions Asked 


What is the status of the latest pro- 
posed amendment to the National Hous- 
ing Act? When was Antwerp taken? 
Priority regulations! Have we an old 
ectory which we can give to a cus- 

Who is the president of the 
New YOxk Clearing House? What are 
India’s dhief mineral products? What 

On i} ave we on factoring? On 

t- s, trade acceptances? Please 
survey of current opinion on 
@neral sales tax. Who is my rep- 
Pebsaer in Congress? When and 
where will the New York State Bank- 
ers meet? Is a copy of the agenda ob- 
tainable? May I have a set of Foreign 
Fund Control regulations? With which 
Washington agency is Mr. X connected? 
Who is Charles Y? When did Mr. Z 
die? What has become of the ABC 
Bank, organized in 1820 and no longer 
listed in any of the directories? Who 
are the trustees of the Rockefeller Foun- 
dation? What was the lowest quotation 
for Liberty Loan 444s? I need ma- 
terial for a review of the year 1925! 





The 
Federal Reserve Bank 
of Boston 


By 
JosePH H. TAGGART 


ERE for the first time in book 

form is a complete treatise on 
the history, economic background, 
organization and operation of the 
Federal Reserve Bank of Boston. 
It is one of a series of investiga- 
tions into various phases of bank- 
ing history undertaken by the 
faculty and graduates of Columbia 
University. 


The author, who is on the fac- 
ulty of the University of Kansas, 
is a native of Massachusetts. Be- 
sides a careful study of all of the 
available data, he has supplemented 
his research with personal inter- 
views with officials of the Federal 
Reserve Bank and Boston bankers. 


The book contains 75 tables and 
15 charts. The price is $5 deliv- 
ered. Examine a copy on 5 days’ 
approval. 


Price $5 delivered. 


: BANKERS PUBLISHING COMPANY 

( 465 Main Street, Cambridge, Mass. 

: Please send me on approval a copy of 
( “The Federal Reserve Bank of Boston” 
( by Joseph H. Taggart. At the end of 
i 5 days I will either remit $5 or return 
« the book. 
( 

( 

‘ 

‘ 

( 

‘ 
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Please let me have the latest supplement 
to the blacklist. What is the latest 
figure on Defense Bond sales? Will 
you translate these articles? What was 
the cost of living in New York City 
monthly during 1941? There was an 
article on balsa wood in one of the New 
York papers last week: Can you lo- 
cate it? 

Many questions can, of course, be an- 
swered immediately from _ reference 
books or current articles. Others call 
for varying amounts of research and re- 
port writing. Our own resources suf- 
fice to answer most inquiries. But for 
some, we must call on outside assist- 
ance. A small specialized library can- 
not possibly cover all of the many fields 
in which a large bank may at one time 
or another have an interest. The great 
variety of information called for places 
a premium not only on the efficient 
mobilization and selection of our own 
informational resources but also on 
knowledge of and access to the resources 
of specialists in various fields—whether 
they be libraries, trade associations, 


publications, corporate statistical de- 
partments or well-informed individuals, 


In this, our membership in the Spe- 
cial Libraries Association has proved 
invaluable. Members of the Associa- 
tion represent almost every imaginable 
tvpe of financial, commercial and tech- 
nical source of information, governmen- 
tal as well as private. And most of 
them place their specialized resources 
generously at the service of fellow mem- 
bers. Through local meetings, publi- 
cations and the opportunity for nation- 
wide personal contact afforded by the 
annual convention,* the Association 
serves its members as a_ professional 
clearing house for ideas, methods and 
sources of information. 


*The meeting this year will be held in Detroit 
June 18-20. 
® 


Our ability to produce and distribute 
a larger quantity of goods than in any 
previous period, plus the confidence of 
our people in the integrity of the govern- 
ment contracts, are the basic factors on 
which the new credit structures must 


rest.—Paul F. Cadman. 
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Investment 
and Finanee 


Epitep By OSCAR LASDON 


Bank Investment Policy 


OMMERCIAL bank ability to pur- 
C chase Government obligations de- 
pends on the existence of sufficient 
excess reserves. Accordingly, monetary 
authorities must control the demand 
side of the financing problem and see 
that enough funds are available to buy 
the bonds the Treasury has for sale. 
Necessity of such a course of action 
was recently discussed by Alfred J. 
Casazza, vice-president of the Savings 
Bank Trust Company. Speaking be- 
fore the Municipal Forum of New York. 
Mr. Casazza observed that this was the 
only policy possible, since the Treasury 
obviously couldn’t control the supply 
side, or what the war was going to cost. 
Treasury bank borrowings increase 
commercial bank deposits, and this ex- 
pansion requires the maintenance of 
larger amounts of reserves. This expan- 
sion in deposits also means more cur- 
rency in circulation, another factor 
which tends to drain bank reserves. 
Therefore, maintaining the necessary 
level of reserves is an important phase 
of the war financing problem. 

In this connection, Mr. Casazza of- 
fered a partial solution. The suggestion 
was made that the Federal Reserve 
banks reclassify member banks in New 
York and Chicago, changing their sta- 
tus from Central Reserve City to Re- 
serve City banks. 

This reclassification would automati- 
cally cut reserve requirements against 
demand deposits from 26 per cent to 20 
per cent. Excess reserves would then 


rise about $750,000,000 and there would 


THE BANKERS MAGAZINE for June, 


be a concomitant increase in commercial 
bank ability to buy Government bonds 
to the extent of about $3,750,000,000. 
The increased level of excess reserves 
would also prove of indirect benefit by 
enabling commercial banks to take down 
Treasury bond offerings as underwriters 
for gradual resale to investors. 

With regard to the factor of taxation, 
Mr. Casazza also made some worth while 
comment. Bank management, he 
pointed out, must closely scrutinize tax 
laws because of their repercussions on 
investment policy. 

Taxable Treasury issues now yield 
considerably more in the market than 
tax exempt issues of comparable matu- 
rity, and full advantage of their greater 
income can be obtained by purchasing 
the.taxables up to the point where the 
resulting income equals the operating 
expenses of the bank. On the other 
hand, purchase of tax exempt issues 
may be preferable in other situations. 
Where bank income from _ taxable 
sources, such as from loans and taxable 
investments, exceeds its expenses, ex- 
empt issues are generally preferable. 

However, there is an element of dan- 
ger in the purchase of tax exempt is- 
sues. Too much reliance should not be 
placed on an indefinite continuation of 
the tax exemption privilege on its pres- 
ent attractive basis. There is always 
the possibility that future tax laws may 
be devised to circumvent the present 
tax exemption privilege. This circum- 
vention, for example, could be accom- 
plished by reducing the normal corpo- 
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rate tax rate and correspondingly in- 
creasing the corporate surtax rate. Nor- 
mal taxes do not apply to income from 
Treasury tax exempt issues, but such 
income is not exempt from surtax levies. 

Savings bank investment policy, natu- 
rally, is not identical with commercial 
bank policy. Mutual savings banks are 
not subject to a Federal corporate tax. 
Accordingly, they derive no direct bene- 
fit from the ownership of tax free 
Treasury issues. This situation has re- 
sulted in large-scale “switching” oper- 
ations, with savings institutions taking 
advantage of current market spreads be- 
tween tax exempt and taxable issues. 

In this connection, Mr. Casazza 
probed possible legislative action. If 
the Federal Government ever taxes sav- 
ings banks, he noted, it is not likely that 
they would be permitted to avail them- 
selves of the exemption privileges of 
tax-free issues. The probabilities are 
that a tax on mutual savings banks 
would not be measured by net income 
but would be on some other basis—for 
example, surplus, as under the New 
York State franchise tax. 

At present market differentials, the 
speaker stated, highest grade corporate 
bonds do not yield enough more than 
comparable maturities of Treasury tax- 
able issues to make them attractive 
buys. Now, more than ever before, he 
warned, banks must be wary of long- 
term corporate investments. 


~ 


WAR TAXATION 


Bridging the inflation gap _necessi- 
tates increased taxation of inflated in- 


comes. Addressing the economic con- 
ference of the National Association of 
Mutual Savings Banks, Murray Shields, 
economist of the Irving Trust Company, 
New York, criticized the inadequacy of 
the Treasury tax program in this re- 
gard. Millions of families or single 
workers, he declared, have suddenly 
been catapulted into the $2,000, $3,000, 
$5,000 and $7,500 incomes brackets. 
These groups, he noted, are eager to 
share their portion of the war burden. 
How can the Treasury raise $20 or 


$30 additional billions of taxes? This 
is the important problem. A_ heavy 
sales tax of 15 or 20 per cent, while 
productive of large revenues, would 
prove harmful. Such a program would 
involve the danger of reducing consump- 
tion below certain standards of mini- 
mum expenditures which it is desirable 
to maintain socially. 

Specific levies recommended by Mr. 
Shields which seemed most appropriate 
to meet the necessity of the situation 
are: 

1. A war retail sales tax of 5 per 
cent upon everything sold at retail (ex- 
cept food for consumption at home). 
This tax would be in addition to pres- 
ent excise taxes already levied upon a 
long list of goods. In time of peace, 
such a levy could hardly be justified, 
inasmuch as it would tend to raise the 
cost of living. 

2. A war income tax of 5 per cent, 
collected monthly, upon all income pay- 
ments covering wages, dividends, tax- 
able interest, etc., with no exemptions. 
This tax would be collected at the source 
and would not be deductible from pres- 
ent taxes. Such a levy would be less 
of an increase in income taxes than pro- 
posed by Secretary Morgenthau in the 
brackets already taxed heavily, but 
would involve a greater increase in the 
lower brackets. The small amount of 
the increase, according to Mr. Shields, 
should not seriously hurt even those in 
the low brackets. Everybody would be 
taxed, including part-time workers who 
are in the very low brackets, such a 
course of action being justified in war 
time. 


“People who can pay taxes with the 
least disadvantage to themselves and the 
community as a whole are those who 
have had sharp increases in their in- 
comes,” Mr. Shields declared. “The 
sort of tax which would best meet these 
conditions is one which would exempt 
all increases in income which bring 
total income for the year to $1,500 or 
less, and would apply a graduated scale 
for increases which brought incomes 
above that level. . . . A tax of 20 per 
cent upon all increases in income from 
1940 to 1942, which amount to $1,000 
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or less, and which increase income to a 
point above $1,500; of 3314 per cent 
upon all increases in income of $1,500 
to $2,500, and of 50 per cent upon all 
increases in income larger than $2,500, 
would force no one to reduce his stand- 
ard of living and should yield the 
Treasury $10 to $12 billion per annum.” 

A special war surtax upon corpora- 
tion income of 20 per cent was also 
recommended. Such a tax was believed 
to be more defensible than the much 
higher rates contemplated by Mr. Mor- 
genthau. Taken altogether, Mr. Shields 
felt that these and certain other taxes 
would yield another $20 to $30 billion 
per year. Such an amount would en- 
able the Treasury to substantially re- 
duce its borrowings. 


_ 


STOCK EXCHANGE ANNIVERSARY 


Marking its 150th anniversary, the 
New York Stock Exchange has released 
a commemorative edition of its maga- 
zine, “The Exchange.” Many informa- 
tive details concerning the financial and 
economic history of the country and the 
Stock Exchange are presented. 

The interesting story of how the 
world’s greatest organized securities 
market originated is set forth. Al- 
though not generally known, “The New 
York Stock Exchange grew out of Alex- 
ander Hamilton’s efforts to shore up 
the shaky walls of American finance 
after the Revolutionary War. The new 
republic’s credit was weak at home and 
abroad. Hamilton, as Secretary of the 
Treasury, sought to put the Govern- 
ment’s house in order by consolidating 
the outstanding Federal and state bonds 
which amounted, roughly to $80,,000.- 
000. The establishment of an organized 
securities market was a natural out- 
growth of the successful funding oper- 
ation.” 

By 1817 there was a broader grasp 
of the Stock Exchange’s function, and 
a “new constitution and by-laws pre- 
scribed that the trading list should con- 
tain, in addition to securities, foreign 
and inland bills of exchange, promis- 
sory notes, and acceptances payable in 
New York, specie, and mortgage 
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money. Ten years later, listings in- 
cluded eight issues of Government, state 
or city bonds, twelve bank stocks, nine 
marine or fire insurance stocks, shares 
of the Delaware & Hudson Canal Com- 
pany, and the—first public utility— 
stock of the New York Gas Light Com- 
pany. A few years later the first rail- 
road issue, the Mohawk and Malone, 
was admitted to the list. 

During the Civil War, when a flood 
of greenbacks was issued by the Treas- 
ury, gold commanded a premium, and 
member brokers, “finding it impossible 
to reconcile active defense of the na- 
tion with transactions of a character 
damaging to the nation’s money and 
credit, soon exiled the metal from the 
Exchange.” 

In 1885 a constitutional amendment 
created an “unlisted department” for 
industrial issues. Less than twenty-five 
years later, during the first decade of 
the twentieth century, the public be- 
came intensely aware of the potential 
earning power of America’s industrial 
mechanism. Soon thereafter the New 
York Stock Exchange gradually ap- 
proached maturity as an instrument for 
the distribution of ownership of Ameri- 
can corporations among the general 
public. 

With the start of World War I the 
country embarked upon the “Mass Pro- 
duction Era.” This period also wit- 
nessed a tremendous increase in public 
ownership of stocks—a trend which is 
still continuing. Between 1929 and 1941, 
the number of stockholders in 50 promi- 
nent companies listed on the New York 
Stock Exchange increased 79 per cent. 

Now, as to more recent developments. 
Drawing upon the experience of six 
generations, a complete reorganization 
to meet modern conditions and legal 
surroundings was effected by the Stock 
Exchange in 1938-1942. Improved safe- 
guards for member firm clients were 
put into effect; a stronger sense of re- 
sponsibility of Exchange and members 
toward clients has been generated by 
rule and prescribed practice. Also, a 
keener concept of the interest of the pub- 
lic in securities market transactions has 
been evolved. 
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HOW TO OBTAIN 
BANK COSTS 


By E. S. Woolley 


Here at last is a book which will 


enable you to analyze your bank by 


a method which is both simple and 


complete. Here is deseribed in mi- 


nute detail and with a wealth of 
illustrations a simple method of ob- 
taining bank costs and for installing 
a system of bank accounting as an 
aid to effective management. 

That this book covers its field and 
fills a long-felt want is demonstrated 
by the foreword by Carl K. Withers, 
of Banking 
and Insurance of the State of New 


Jersey. 


Former Commissioner 


$5.00 


BANKERS PUBLISHING CO. 
465 Main St., Cambridge, Mass. 





With regard to the future, the Bulle- 
tin declares that “The measure of use- 
fulness which the Stock Exchange is to 
fill in the ensuing 150 years is beyond 
calculation. But its wholehearted, na- 
tion-wide endeavor in lending its facili- 
ties to the Government for war financing 
in this critical year of 1942 offers a 
strong forecast of equivalent utility to 
investors in its listed securities during 
the awaiting years.” 


~~ 


CURRENT EVENTS 


Should the Treasury Department con- 
sider life insurance premium payments 
as allowable deductions in the compu- 
tation of income taxes? 

Such deductions, states Roswell Ma- 
sill, former Undersecretary of the 
Treasury, are almost as justifiable as 
the deductions now allowed for chari- 
table contributions. Of course, such a 
provision would have to be limited to 
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a definite percentage of income so that 
deliberate tax avoidance in unjustified 
cases would be precluded. 

After paying living costs and present 
heavy income taxes, states Professor 
Magill, the middle class individual 
hasn’t much left. Existing tax sched. 
ules impede the building up of a com. 
petence for his dependents—no matter 
how industriously he may save. It 
must be remembered that life insurance 
is almost the only way by which the 
average citizen can assure protection for 
his family; consequently, unless some- 
thing is done to enable him to carry 
adequate life insurance protection, the 
American tradition of individual provi- 
sion for one’s dependents may be bro- 


ken down. 


Funds diverted to payment of life in- 
surance premiums are not used for con- 
sumption, but for investment in Gov- 
ernment and industry. Like the pur- 
chase of War Savings Bonds, premium 
payments tend to reduce inflation. These 
are good reasons why, from the Gov- 
ernment’s standpoint, investment in life 
insurance should be encouraged. 

Further drastic controls are in store 
for us as the tempo of the war increases, 
and some controls must be retained after 
the end of the war for at least a read- 
justment period. According to Profes- 
sor Alvin H. Hansen of Harvard Uni- 
versity, maintenance of such controls 
will be necessary to avoid a drastic 
inflation. : 

Professor Hansen feels that we shall 
have to go much farther along the road 
of control with measures supplementary 
to the price ceilings now in effect. Wage 
freezing, much more drastic reduction 
of purchasing power through taxes even 
higher than those now proposed, and 
universal compulsory savings may not 
lie far ahead. 

Professor Hansen draws a_ parallel 
to events of some twenty-five years ago. 
He believes that we are in the same 
danger now as we were in the middle of 
1916. when the sharp price inflation of 
World War I began. And as present 
conditions are much more serious, a 
sweeping program will be required to 
prevent a serious inflation. 





IN 


WASHINGTON 


By Our 


WASHINGTON CORRESPONDENT 


ONALD NELSON, Chairman War 

Production Board, sized up the 

present situation in the National 
Capital, including the banking and finan- 
cial aspects, when he attempted to ex- 
plain the complexities of all-out war 
effort. He said that “there develops 
an extremely difficult problem in bal- 
ance; the necessity . . . that the pro- 
gram as a whole be rightly propor- 
tioned.” 

Credit control through the Federal 
Reserve Board, price-fixing by Leon 
Henderson’s division, the Treasury’s 
drive to sell War Bonds and the at- 
tempt of the House Ways and Means 
Committee to write an acceptable tax 
program are all “problems in balance.” 
There are dire predictions heard from 
advocates of one or another relative 
to some feature of these complex ele- 
ments which, if properly balanced, will 
prevent inflation and preserve the eco- 
nomic machinery of the nation on a 
smooth road. 

At this writing the tax program is 
the subject of debate and discussion 
within and outside of the executive 
sessions of the House Ways and Means 
Committee. Shall there be a sales tax, 
a withholding tax, a curb on large 
salaries and war profits? There will 
be a determined effort to accomplish 
all of these things. But even if all of 
these things are written into the tax 
bill, and the measure survives the vote 
in the House and- Senate, it is certain 
that no one is going to be satisfied, and 
there will be no praise. A tax bill, like 
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the price control measure, will be tests 
of a democracy attempting to severely 
discipline itself with faith that it will 
be worth while to suffer now and achieve 
a reward in the future. 

The other more prominent features 
in the “problems of balance,” namely, 
credit control and the selling of War 
Bonds to reach a goal of about one- 
tenth of the income of wage-earning 
citizens, appears a more easily attain- 
able goal. The Federal Reserve Board’s 
Regulation W, which has recently been 
amended, further tightening and_re- 
stricting installment credit, is working 
along smoothly considering the com- 
plexities involved. There are now 
nearly fifty items restricted as to long- 
term installment credit. Open charge 
accounts are being policed to see that 
they are not improperly used. Even 
bank loans of the single-payment type 
are limited as to renewals. 


New Business for the 


Trust Department 
By T. T. WELDON 
A complete treatise on the adver- 


the 


tising problems of 
department 


Price $5.00 


BANKERS PUBLISHING CO. 
465 Main St., Cambridge, Mass. 
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Regulation W 


The Reserve Board, along with the 
Comptroller of the Currency and the 
Federal Deposit Insurance Corporation, 
have gone even farther than the exten- 
sion of installment credit curtailment 
under Regulation W. They have jointly 
agreed that their bank examiners shall 
examine closely all non-productive loans 
made by banks to see that they are cur- 
tailed. This, however, is placed on an 
individual basis without hard and fast 
rules which are inelastic in their ap- 
plication. 

There is, however, another develop- 
ment at the Federal Reserve Board 
which, although apparently not a part 
of the problem of balance as defined, is 
nevertheless most important for banks 
and bankers, although this feature is lit- 
tle mentioned in the newspapers and 
the financial colums chiefly because it 
is necessary to explain much. Bankers, 
however, will quickly appreciate the 
significance. Reference is to Regula- 
tion V which followed the issuance of 
a presidential executive order designat- 
ing the Reserve banks as agents for the 
War and Navy departments and the 
Maritime Commission for the insurance 
of commercial bank loans made for 
these prime agencies of the Govern- 
ment’s war program. 

Regulation V merely outlines the ex- 
tent of such loans and the machinery. 
The Reserve Board and the Reserve 
banks operate this machinery. All types 
of lending institutions, whether Reserve 
member banks or state banks, or credit- 
extending institutions, may make the 
loans for prime or subcontracting pur- 
poses. 

How does Regulation V complement 
the restrictions of credit outlined in 
Regulation W? According to thought- 
ful officials, anxious to preserve pri- 
vate credit extension, the relationship is 
close. It was early appreciated that as 
the nation turns to all-out war produc- 
tion, as thousands of articles cease to 
be manufactured and sold, as priorities 
bite deep, commercial bank loans will 
run out, be sharply curtailed, paid off. 

The extension of consumer credit has 






been promoted for several years and 
began to develop into a profitable type 
of banking business. The American 
Bankers Association set up a division 
and its officials traveled about the coun- 
try helping bankers to extend their fa- 
cilities into this field. Now, while not 
all consumer credit is affected by Regu- 
lation W, much will be; the volume will 
shrink and totals will decline. What 
will bankers do toward meeting ex- 
penses and keeping banks independent? 


War Contract Loans 


Government banking officials believe 
that insurance of war contract loans will 
help to supply this need, providing, of 
course, that bankers grasp the oppor- 
tunity through contacts with manufac- 
turers and producers. If this is done, 
private banking can be maintained in 
an independent institution. 

It is emphasized that the Government 
itself is not in especially great need of 
such loans. The Government is also 
not in need of funds of that kind. It 
can easily borrow sufficient funds and 
order production. In that case, the com- 
mercial banks of the nation will merely 
be buying Government bonds, acting as 
reservoirs. If the banks directly loan 
their funds, under the protection of the 
Reserve Bank’s procedure of Regula- 
tion V, they become power houses 
rather than the static holders of money. 
They justify their position and play an 
active part in helping to win the war 
quickly. 

Officials of the Federal Reserve Board 
are figuratively oiling up the machinery 
so that the commercial bankers can se- 
cure quick and prompt action. They 
are asking that the commercial banks 
cooperate as fully as possible in polic- 
ing such loans and to the extent that 
they do so, the larger the proportion of 
interest profit to be shared with them. In 
addition, decentralization is increas- 
ingly operative, so that the local Re- 
serve banks can quickly pass on the 
applications. 


Post-War Planning 


Considerable attention is being given 
to the subject of planning for that state 
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of affairs known as “after the war.” 
The subject, whenever mentioned, brings 
various and numerous responses. As 
yet. it must be admitted, no clear, over- 
all policy exists. There are, however, 
a good many groups working on plans 
that they hope will be adopted when 
peace comes. Just when that time will 
be reached on the great clock of events 
no one knows. There are various views. 
Professionally speaking, which means 
speaking according to the accepted and 
preferred propaganda of war pressures, 
the date may be “about two years off.” 
On the other hand, events are shaping 
up rapidly, with many _ indications 
pointing to a very much earlier period, 
perhaps even this year. 

Because of the prevalence of this lat- 
ter view, in the so-called “inner circles” 
there are being prepared plans calling 
for spending, for use of some of the 
huge factories and for various other 
things. The National Resources Plan- 
ning Board is the major agency in so far 
as the Executive Offices are concerned in 
such studies. 

In one of the studies of the board 
it is asked whether there will be an- 
other time of adjustment, with unem- 
ployment and economic difficulties. The 
board then says that “the American 
people will never stand for this. Sooner 


HE confusion of official minds as to 

whether America should be encour- 

aged on early or late war-winning 
stems first from officials’ psychological 
differences, and second, from looking at 
segments rather than the whole picture. 
For example, production, once the 
greatest hazard, is practically licked, but 
distribution of supplies throughout the 
world is poor, due to lagging ship con- 
struction and sinkings. Officials look 
at their own yards and then talk of the 
whole on the basis of what they see— 
pessimistic or optimistic. There are 
only four men who could officially 


Washington Notes 


Washington Banktrends Weekly Review, Washington, D. C. 
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or later they will step in and refuse 
to let matters ‘work themselves out.’ ” 

It is then added “The workers and 
farmers of America, the business lead- 
ers of America, and the public officials 
of America know that the problem we 
face when the war ends is too big and 
complicated to be solved by the work- 
ers, the farmers, businessmen, or the 
Government working alone or _ inde- 
pendently. Nothing less than energetic 
and intelligent teamwork will make it 
possible for us to move over from de- 
fense to peace while maintaining full 
employment.” 

How is this to be accomplished? The 
board indicates: “In this program, Gov- 
ernment must take a leading part be- 
cause it is the only agency representa- 
tive of us all, the common meeting 
cround of all interests. and the one cen- 
ter of responsible coérdinating power 
through which we can all act together.” 

As yet the board has not revealed 
more than the bare outline of that which 
the Government proposes to suggest in 
its capacity of coérdinating, except a 
program of greater public works em- 
hodying land, water, energy, transpor- 
tation. It is a giant socialization of 
many activities. The point is, What is 
banking doing toward having ready al- 
ternate proposals designed to insure 
the continuance of private credit? 


appraise the whole picture: The Presi- 
dent, Wallace, Hopkins, Nelson. 
Evaluating Business: The WPB has 
set up a Resources Protection Board for 
-“evaluating the relative wartime im- 
portance of all industrial plants, war 
installations, facilities and vital econ- 
omic resources, and make recommenda- 
tions for their protection.” William K. 
Frank, Chairman. This “evaluating” 
has all the potentialities of life and 
death in rating business. It is, in effect, 
a priority on existence. This over-all 
study will be in codperation with the 
Army, Navy, Maritime Commission and 












































Civilian Defense. (This move should 
prove an additional stimulus to banks 
to line up and sign up more war contract 
business under Regulation V for the 
protection of their business customers. 

Transportation: Government officials 
want conventions called off and are now 
frowning on gatherings of more than 
200. Banker meetings scheduled for 
two or three months will run into travel 
priorities, say WPB chiefs, speaking 
privately. Office of Transportation has 
specifically asked ABA cooperation in 
conserving vacation travel demands on 
railroads. Ed Brown, of Chicago’s First 
National, was praised for his institution’s 
willingness to codperate in avoidance of 
week-end travel. 

Price-Inflation: The fear of inflation 
is still very real. Treasury, Reserve 
Board, OPA officials are not convinced 
that enough has been done. Delays on 


the tax bill and wage increases are dis- 
turbing and give stimulus to enforced 
savings plans. On the other hand, there 
are reputable high officials who believe 
the machinery operating will do the job 
and that dangerous inflation is not now 
probable. As long as this division con- 


tinues there is no foreseeable change 
ahead. The OPA has its hands full 
enforcing ceilings on prices, establish- 
ing inventory controls and okaying Gov- 
ernment buying and selling help through 
the RFC for those businesses hardest hit. 
There is no Administration inclination 
to change the price control law now. 
Treasury officials are denying that they 
plan to “ration expenditures.” Such a 
plan exists, however, for use if other 
anti-inflation programs fail to operate 
successfully. 

Taxes: The House Ways-Means Com- 
mittee is now following more closely 
Treasury recommendations, in principle, 
as a result of Morgenthau’s willingness 
to lower exemptions to $500 incomes. 
Surtaxes boosted from 12 per cent on 
the first $2,000 to 81 per cent on in- 
comes exceeding $200,000. A sales tax, 
in limited form, is still possible. The 
Treasury’s mandatory  collect-at-the- 
source plan is Committee favored in 


principle. It could hardly become effec. 
tive until August or September. It 
would obligate all employers to codper- 
ate. Meanwhile Treasury revenue 
records are being broken—more than 
$15 billion being received from all 
sources, including War Bond sales, 
Revenue from such taxes as safe-deposit 
boxes have doubled. 

. Branch Facilities: With doubt that the 
House Banking Committee will act on 
the Senate-passed Brown Bill, the Treas- 
ury plans to name “financial agencies” 
for taking care of Army camp and Navy 
yard needs. It is pointed out that there 
exists authority, under the law, for such 
action. 7 

Farm Credit: In asking for the ex- 
tension of Land Bank and Commissioner 
Emergency Loans, FCA Governor Black 
significantly admitted that the Farm 
Mortgage Corporation should “enlarge 
the usefulness” of its services. He said 
that charges of monopolizing the mort- 
gage-lending is “nothing more than 
vicious, self-seeking propaganda.” He 
favored increased powers. The Senate 
Banking Committee approved increasing 
the Emergency Farm Mortgage Act 
authorization of individual loans to 
farmers from $7,500 to $50,000 pro- 
vided that each loan of $25,000 or over 
shall have the approval of the Land 
Bank Commissioner. Authority is ex- 
tended from June k, 1942 to July 1, 


1946. 
© 


RecuLaTion W: With the inclusion of 
open charge accounts, all but cash retail 
stores are now brought in, even specialty 
shops selling any of the 40 odd items, 
since payment must be made in 70 days, 
or then amortized within 6 months. 
These new retail outlets must now regis- 
ter. To some extent this will cut down 
on types of bank loans made to those 
who borrowed to pay cash. There are 
other tightening restrictions such as a 
12-month maximum on instalment sales, 
with the rule of one-third down (except 
for articles now circumscribed). For 
banks, single payment loans of $1,500 or 
less, are limited to 90 days. 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Epirep sy KEITH F. WARREN 


90 YEARS AGO 


The Bankers Magazine . . 


New Bank Buildings 


The Metropolitan Bank will proceed 
at once to erect their new banking-house, 
on the corner of Broadway and Pine 
Street. It will be five stories high, 123 
by 26 feet, of brown stone. The cost 
of the building will be somewhere be- 
tween $80,000 and $90,000. 

The National Bank has decided to 
rebuild, and will soon have the work in 
progress. They will reoccupy their 
present site, No. 36, Wall Street, be- 


June, 1852 


tween the Union Bank and the Mechan- 
ics’ Banking Association. 

The Broadway Bank, which is to 
occupy the corner of Park Place and 
Broadway have commenced the demoli- 
tion of the large buildings now covering 
the ground, and the work of reconstruc- 
tion will be prosecuted with vigor. T. 
Thomas & Son are the architects. 

The Bowery Savings Bank have com- 
menced tearing away between Grand 
and Broome Streets, preparatory to 
erecting their new banking-house. It 
will be 30 by 80 feet. 


50 YEARS AGO 


The Bankers Magazine . . 


National Bank Legislation 

It is a noteworthy fact that for several 
years, notwithstanding the large number 
of bills that have been introduced at 
every session of Congress relating to the 
National banks, only a few have received 
much consideration. Nearly a hundred 
bills have been introduced at every ses- 
sion, and usually not one of them is 
passed by both bodies, and only a very 
few have even emerged from the com- 
mittee room ... . Possibly one reason 
for this state of things is that private 
banks and State bankers do not care to 
have the National bank system im- 
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proved, as there is competition between 
them, and each interest is desirous of 
securing the largest share of business. 
Whatever the reasons may be, it is cer- 
tain that the National banks cannot hope 
for anything from Congress; but we 
utterly fail to perceive any reason why 
Congress should not seek to define more 
clearly the duties of directors, and to 
secure, in every possible way, depositors 
and shareholders from mismanagement 
and loss. Of course, the law cannot do 
everything. The most important ele- 
ment in sound and successful banking 
must ever remain the selection of honest 
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and efficient men to conduct the busi- 
ness; and no laws, however wise and far 
reaching, can ever supplant them. But 
the law can do something toward render- 
ing the business conservative, and what- 
ever it can do ought to be done, nor 
ought any antagonism or jealousy pre- 
vent the enactment of such measures. 

One of the glories of the National 
bank system is the circulation which it 
has afforded to the people. Its super- 
iority to any other has come to be under- 
stood but, perhaps, it is not always 
remembered how the people would have 
probably suffered, during these twenty- 
five years, had numerous systems of 
State bank circulation been in opera- 


Japanese and U. S. 
Cooperation in China 


Plans for the financial and industrial 
rehabilitation of China yet remain in 
abeyance. Participation with other 
countries in the five-group loans does 
not coincide with the policy of the 
American Department of State. As a 
matter of fact, since the nations em- 
braced in this proposed lending coali- 
tion are just now compelled to borrow 
heavily themselves and are not in a posi- 
tion to make loans, the matter is for 
the time being theoretical rather than 
practical. 

Since the nations engaged on the side 
of the Entente Allies have experienced 
remarkable success of late in procuring 
loans in the United States, it may occur 
to the Chinese statesmen that entrance 
into the war on the same side might be 
the surest means of placing themselves 
in position to receive loans from the 
western republic. Possibly they have 
already looked at this aspect of the 
matter and have considered the price too 
great. 

At no distant date the problem of 





25 YEARS AGO 
The Bankers Magazine . . 
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tion. There are various plans for 
returning to the old method, modified, 
it is true, in many respects, but contain- 
ing the same essential vice, of leaving to 
the States the regulation of the volume 
and quality of the currency. This must 
be done by the National Government, 
unless the people once more desire un- 
soundness and general demoralization 
to return. To defeat these plans, or to 
keep them at bay, is, after all, a good 
deal, and if nothing has been done in 
the way of perfecting the National bank 
system, we have much reason to rejoice 
that at least the bank circulation remains 
as sound as ever, and that there is no 
immediate prospect of deterioration. 
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granting loans to China and of entering 
upon a policy of assistance in the rail- 
way and industrial development of that 
great country will have to be met and 
solved. Unfortunately, the situation 
presents grave difficulties, political and 
otherwise. The formation of the so- 
called six-power group (Germany is 
now out of it) was doubtless due to an 
indisposition on the part of any one of 


the nations which it comprised to have : 


the honors, the power and the profits of 
loans to China to inure to the exclusive 
benefit of any one of the great powers. 
But, as already stated, the members of 
this syndicate (if such it may be styled) 
have their hands full at present in look- 
ing out for their own financial needs. 
There are only two nations now in a 
position to make any material loans to 
China. These are Japan and the United 
States. 

Political jealousy has been respon- 
sible for the coalition already men- 
tioned, and there are—or at least there 
have been—political obstacles to the 
joint participation of Japan and the 
United States in plans for financial aid 
to China. 
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Finaneial 
Situation 


Abroad.. 


A Monthly Survey 


THE ARGENTINE 


OFFICIAL figures of Argentina’s foreign 
trade for the first three months this year 
show an export balance of 92,938,000 
pesos as against 103,312,000 pesos for 
the corresponding quarter in 1941. Im- 
ports for the three months had an “in- 
voice value” of 355,587,007 pesos as 
against imports amounting to 219,.982.- 
457 pesos (real value) for the same 
period last year. 

Imports into Argentina in March had 
an invoice value of 115,662,481 pesos, 
against 94,760,570 pesos in February 
and 145,163,952 pesos in January. In 
March, last year, when imports were 
reckoned in real values, the estimated 
value of imports was 78,252,435 pesos. 
There was an export balance in March 
this year of 14,918,030 pesos, against 
an export balance of 50,110,393 pesos 
in February. 

The “tariff value” of imports into 
Argentina from the United States for 
the first quarter this year was 67,691,- 
210 pesos as compared with 38,114,910 
pesos in the same period last year. For- 
March, the tariff value of imports from 
the United States was 23,937,841 pesos 
as against 16,152,460 pesos in Febru- 
ary, and 13,250,230 pesos in March last 
year. Exports to the United States for 
the quarter were valued at 144.341,647 
pesos (market values) as compared 
with 120,358,020. pesos in the corre- 
sponding period of 1941. Imports from 
the United Kingdom for the three 
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months had a “tariff value” of 27,149,- 
893 pesos, against last year’s corre- 
sponding figure of 32,131,261 pesos, 
while exports to the United Kingdom 
had a real value of 160,251,295 pesos, 
against 120,443,708 pesos in the same 
quarter last year. It should be remem- 
bered that in giving imports from in- 
dividual countries the figures are 
shown in “tariff values,” which are con- 
siderably lower than the “invoice 
values” in which Argentina’s total im- 
ports are computed, or the “market 
values” in which exports to individual 
countries are figured. 


—_ 


BRAZIL 


Exchange and Finance 


The exchange position of the Bank of 
Brazil continues favorable. The bank’s 
current position in foreign exchange in- 
creased during April over the high of 
the preceding month. 


Paper Currency 


An issue of paper currency of up to 
300,000 contos by the Minister of 
Finance was authorized by decree law 
No. 4206 of March 27, 1942. The cur- 
rency is to be delivered to the Bank of 
Brazil for the liquidation of National 
Treasury obligations authorized by de- 
cree law No. 2447 of July 25, 1940. 

Under decree law No. 2447 of July 
25, 1940, the Minister of Finance was 
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authorized to issue National Treasury 
obligations up to 1,000,000 contos— 
these obligations to be delivered to the 
Bank of Brazil in payment of promis- 
sory notes of the National Treasury 
which had been discounted with the 
Bank of Brazil. These National Treas- 
ury obligations were to be liquidated 
over a period of ten years, beginning 
in 1941, by means of a fiscal budgetary 
allotment of 100,000 contos.—Foreign 
Commerce Weekly. 


CUBA 
Government Finances 


Budgetary revenues for the period 
January | to April 11 totaled 28,395,000 
pesos, according to preliminary figures 
released by the Ministry of Finance, 
compared with 21,434,000 pesos in the 
corresponding period of 1941. 

The current-year total includes re- 
ceipts from a number of special funds 
which in previous years were adminis- 
tered separately. Moreover, during the 
1941 period customs revenues and 
other items totaling about 740,000 pesos 
were not credited to the budget but were 
diverted to the repayment of a 2,000,- 
000-peso advance which the Government 
received in December. 1940, from the 
Cuban affiliate of a United States oil 
company. Allowing for the foregoing 
and for other factors which must be 
taken into consideration in comparing 
the two periods, regular budgetary 
revenues during the 1942 period ex- 
ceeded those of the 1941 period by about 
3.375,000 pesos. Regular budgetary re- 
ceipts for 1942 do not include the pro- 
ceeds from the tax surcharges created 
by the Emergency Tax Law of Septem- 
ber 8, 1941 (totaling 2,446,000 pesos) ; 
the proceeds from the taxes established 
for defense and other special purposes 
by decree laws Nos. 1 and 2 of Decem- 
ber 31, 1941, and decree law No. 14 of 
February 16, 1942, aggregating 1,188.- 
000 pesos: and those from the taxes es- 
tablished for defense and other special 
purposes by decree laws Nos.. 1 and 2 
of December 31, 1941, and decree law 
No. 14 of February 16, 1942, aggregat- 
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ing 1,188,000 pesos; and those from 
the taxes established by law No. 31 of 
November 22, 1941, for the service of 
the $25,000,000 loan which the law au- 
thorized (totaling 2,844,000 pesos from 
January 1 to April 11). The proceeds 
from the foregoing tax measures are de- 
posited in special accounts to be used 
for the purposes set forth in the respec- 
tive laws. 

Regular budgetary expenditures dur- 
ing the 1942 period totaled 25,871,000 
pesos, including 1,326.00 pesos addi- 
tional appropriations representing 
mainly increased compensation of Gov- 
ernment employees. During the same 
period last year, budgetary expenditures 
totaled 21.541,000 pesos. 


$25,000,000 Loan Concluded 


Negotiations between the Cuban Gov- 
ernment and the Export-Import Bank 
for the $25,000,000 loan authorized by 
law 31 of November 22, 1941, were 
brought to a successful conclusion on 
April 8, 1942. when the loan contract 
was signed in Washington, D. C. 

A press statement released at the time 
by the Cuban Government said that the 
proceeds from the loan are to be used as 
follows: $5.000.000 for repair of the 
Central Highway; $10,000,000 for the 
development and diversification of ag- 
riculture; and the balance for water- 
works, sewage systems, sanitation, and 
feeder roads. 


Extension of 1941 Budget 


Decree No. 885 of March 31, extend- 
ing the 1941 budget for the second quar- 
ter of 1942, was promulgated in the 
Official Gazette of April 1, 1942. 


Customs Collections 


Collections at the Habana Custom- 
house totaled 2,770,000 pesos during 
March, 1942, compared with 2.043.000 
pesos in March, 1941.—Foreign Com- 
merce Weekly. 


—_— 


PERU 


CoMMENTING on the recently concluded 


trade agreement with Peru, Export 
Trade & Shipper says: 
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“The visit of President Manuel Prado 
of Peru to the United States, the sign- 
ing of a trade agreement with his re- 
public and the establishment of a credit 
of $25,000,000 to assist in developing 
its agriculture, mineral and forest re- 
sources, taken together, mark major 
steps in development of the economic 
resources of that nation and increased 
trade between the two countries. 

“President Prado’s visit sets a prece- 
dent in inter-American good will, this 
being the first such trip by any presi- 
dent of a South American republic. 

“The trade agreement provides for 
reciprocal concessions covering a sub- 
stantial portion of the trade between 
the two nations. The concessions in- 
clude reductions by each country of its 
tariffs on specific products of the other 
country; assurance against increase of 
certain tariff rates; and retention of 
the duty-free status of certain specified 
commodities.” 


—_ 


LATIN AMERICA 


A BOOKLET entitled “Latin America: 
Credit, Economic and Exchange Condi- 
tions—1942,” has been issued by the 
Foreign Banking Department of the 
First National Bank of Chicago. Salient 
facts relating to each nation are pre- 
sented in a concise form which will be 
helpful to those doing business with 
Latin-American countries and to those 
who contemplate entering the field. 


—_— 


MEXICO 


Tue eighth annual meeting of the Mex- 
ican Bankers Association was held at 
the picturesque port of Veracruz March 
16 and 17 in the hall of the local’ 
Rotary Club. 

This annual event at which bankers, 
financiers, men of affairs and financial 
writers from all parts of Mexico get 
together was held in a pleasant social 
environment, but with a note of serious- 
ness under it all caused by the uncer- 
tainties of the future, in spite of the 
fact that Mexican finances are in an 


enviable situation, the result of sound 
Federal Government policies and guid- 
ance and the abundance of funds due 
to returned Mexican capital and refu- 
gee money from Europe. Contrary to 
general impressions, there is ample cap- 
ital in Mexico, excepting for very large 
projects or the refunding of national 
securities. 

The Secretary of the Treasury, Lic. 
Eduardo Suarez, who has ably guided 
Mexican finances for the last six years, 
the Director General of the official 
Bank of Mexico, Don Eduardo Villa- 
senor, a far-sighted and progressive in- 
ternationally known economist; Lic.. 
Antonio Espinosa de los Monteros, dis- 
tinguished head of the “Nacional Finan- 
ciera S. A.,” who originally proposed 
the founding of the International Bank 
and other Government officials, mingled 
with the bankers, discussed their prob- 
lems, and pledged their support in or- 
der that the Mexican financial structure 
keep itself strong and flexible to meet 
possible unusual world financial situa- 
tions. 

Aside from 2 number of interesting 
technical papers, the high note of the 
convention was struck by Senor Legor- 
reta, the progressive director general 
of the Banco Nacional de Mexico, the 
country’s largest private commercial 
bank. Among other things, Senor Le- 
gorreta asked for an official clarifica- 
tion of the recent disposition of the offi- 
cial Banco de Mexico, which specified 
that the rediscounts of private banks 
must be long-term loans for productive 
purposes of not less than 50 per cent 
of each bank’s loanable assets. 

This aroused some discussion and a 
declaration on the part of Senor Edu- 
ardo Villasenor, Director General of 
Banco de Mexico, and other Government 
officials, that it was not the purpose of 
the Government to restrict legitimate 
operations, but that bank loans had re- 
cently deviated somewhat from their 
natural channels. The result of these 
discussions was that the convention ap- 
proved a motion to name a special com- 
mittee of the association to deal with 
this problem with the Treasury officials. 
—Mexican News Digest. 
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Current Conditions in Canada 


N a dispatch from Ottawa to the 

Financial Post of Toronto there is 

a description of the new “unit” ma- 
chinery for collecting $100 million a 
month from Canedians by way of Vic- 
tory Loans, War Savings and over-the- 
counter bonds of small denominations. 
The new plan is described as follows: 

“When the final blue print is ready 
in a few weeks’ time, Canada expects 
to have one of the finest, most scientific 
money-raising machines created in this 
or any democratic country. 

“It is a machine which will incor- 
porate the experience and, in part, the 
personnel of more than two years of 
outstanding achievement in the field of 
war finance. 

“In it will be merged much of the 
professional and voluntary effort which 
has already raised nearly $2 billion in 
Victory Loan campaigns, and also the 
localized voluntary organization which 
has carried the War Savings program 
since the early days of the war. 

“Essence of the new organization is 
the formation of a thousand or more 
“unit” committees in the chief towns 
and cities of Canada. 

“Formation of these is now under 
way through strong provincial commit- 
tees stemming out from the central Na- 
tional War Finance Committee chaired 
by George W. Spinney. 

“The aim is to set up autonomous 
local units comprising five departments: 
publicity, special names. emplove can- 
vass, administration and general sales. 
Large centers will include full-time ‘pro- 
fessionals.” In small communities there 
will be increasing reliance on voluntary 
assistance. There will be a large de- 
gree of flexibility in order that the 
‘unit’ in each case will be well suited 
to local needs and conditions. 

“Centralized at Ottawa will be a na- 
tional committee geared to assist each 
local unit in matters such as publicity, 
employe canvass, savings certificates, 
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retail outlets for war stamps, etc. Thus, 
in these and other special fields, the 
local unit will reach up ‘vertically’ te 
the central headquarters. Otherwise the 
unit organization will, in the main, be 
‘horizontal.’ 

“That Mr. Spinney and his new ‘unit’ 
organization face a huge task is very 
fully appreciated here at Ottawa. In 
all probability, the 1942 budget will be 
ready or delivered just about the time 
the new organization is getting ready 
to function. 

“Undoubtedly the increased taxes 
which will be disclosed will tend to 
make Canadians feel they may have 
to curtail, rather than increase, their 
savings. Yet the Spinney program calls 
for almost double the amount of ind: 
vidual saving as in the past 12 months, 

“The direct impact which taxation 
has on war saving is seen in the sharp 
increase in war savings redemption dur- 
ing the months when Canadians were 
paying their income taxes. Redemption 
totals soared sharply at that time and 
are still running at a none too satisfac 
tory rate, although there has been in- 
provement in recent weeks. Bulk of 
these redemptions have been from em- 
ploye pay roll savings.” 


Canadian Bank of Commerce 


The monthly letter of the Canadian 
Bank of Commerce, Toronto, dated 
May, discusses general conditions as 
follows: 

“General industrial activity in Canada 
remains unchanged at a high level, our 
index continuing for the third consecu- 
tive month to register 164 (1937 = 
100). The percentage of current fac 
tory capacity utilized fell from 115 at 
mid-March to 114 at mid-April, the 
downward trend occurring mainly i 
the heavy iron and steel industries ow- 
ing to further plant expansion and re- 
organization. ... 
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“The activity of the food group was 
slightly upward, chiefly in flour and 
cereal products. In the clothing group 
there was a marked rise in the output 
of men’s clothing (partly seasonal and 
partly on government order), with 
minor rises in footwear, men’s furnish- 
ings, cottons and woolens. Less activ- 
ity is shown in the pulp and newsprint 
sections. 

“A further moderate decline is shown 
in the automotive trades, some units not 
having yet completed the retooling nec- 
essary for full conversion to govern- 
ment orders, but the present level of ac- 
tivity as a whole is considerably higher 
than in the autumn of 1941. Gains are 
reported in every branch of the other 
iron and steel trades, notably in the 
heavy section 

“Our wage pay roll index for March 
was 190 (1937 = 100), an increase of 
7 per cent over February and 23 per 
cent over March, 1941.” 


Bank of Montreal 


Concerning the present situation in 
Canada, the monthly letter of the Bank 
of Montreal, dated May 22, states: 


“Well into the second quarter of the 
year, the general trend of Canadian 
business continues upward, influenced 
both directly and indirectly by mount- 
ing war expenditures. 

“The many large industries of the 
country already converted to war pro- 
duction have steadily increased their 
output and, in addition, small industries 
in increasing number are now being 
utilized for the manufacture of parts and 
in subordinate operations. Virtually al! 
the new plants erected with government 
funds for the manufacture of muni- 
tions are now constructed, tooled and 
equipped, and provided with staffs, and’ 
in many cases are producing beyond 
their planned capacity. the excess in 
the case of some explosives plants being 
as high as 75 per cent. Over a quarter 
of a million military vehicles have 
been shipped to combat areas, the pro- 
duction of airplanes has been stepped 
up to 400 per month, with an increase 
foreshadowed, and the output of tanks 
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is according to schedule. At present a 
new 10,000-ton cargo vessel is being 
launched every four days, and there 
was recently announced a fresh instal- 
ment of new naval construction, which 
included plans for building destroyers 
for the first time in Canadian shipyards. 
All this huge volume of munitions con- 
tracts and shipbuilding makes a tre- 
mendous demand upon the primary iron 
and steel industries, but it has been 
found possible to operate these on a 
scale far beyond their rated capacity, 
and their record output of 1941 should 
be exceeded in 1942. Recently the to- 
tal value of war contracts placed passed 
the $4 billion mark. 

“An important development in con- 
nection with the war industries is Can- 
ada’s acceptance of proposed tripartite 
membership with Britain and the United 
States in the Munitions Assignments 
Board now functioning at Washington 
for the joint benefit of the United Na- 
tions. Canada will have representa- 
tion both on the working sub-commit- 
tees composed of representatives of the 
fighting services and on the board it- 
self, which will approve the recommen- 
dations of the sub-committees. As a 
result, hereafter war production of Can- 
ada as well as of Britain and the United 
States will be pooled, and the Assign- 
ments Board will settle its destination. 

“Meanwhile, manufacturers whose 
plants are unfitted for the production of 
war materials are struggling against 
constantly increasing handicaps and ob- 
stacles. A recent order of the Wartime 
Prices and Trade Board decrees that 
in the manufacture of a long list of 
articles no metal except gold or silver 
may hereafter be used. Such a stern 
restriction of raw materials cannot fail 
to curtail production in many lines, and 
when industries have to operate on a 
decreased scale the costs of production 
per unit are bound to rise. The result 
is that the expansion of war industries 
is now being accompanied by a curtail- 
ment of purely civilian industries. which 
is one of the objectives of the govern- 
ment’s policy, the labor released from 
civilian industries easily finding em- 
ployment in war production. 
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“So far there has been no setback in 
the activity of the distributing trades. 
On the contrary, in March, the latest 
month for which data are available, the 
dollar value of wholesale business. in 
Canada averaged 14 per cent higher 
than in February and 24 per cent higher 
than in March, 1941, and of retail sales 
21 per cent higher than in February 
and 22 per cent higher than in March, 


1941.” 
Bank of Nova Scotia 


The trend of economic activity has 
continued strongly upward as war pro- 
duction has gathered momentum, says 
the current Monthly Review of The 
Bank of Nova Scotia. The usual winter 
recession has been conspicuous by its 
absence. Employment, which in past 
years had shown an average decline of 
9 per cent from the October peak to the 
beginning of February, on this occasion 
showed only the trifling decline of 14 of 
1 per cent. Manufacturing employment 
was actually greater in February—by 
over 3 per cent—than in October, and 
after seasonal adjustment recorded a 


gain of no less than 9 per cent. 

This further expansion was mainly 
in war industry, and its demands for 
labor and materials have resulted in 
growing pressure upon other sectors of 


the business structure. Shortages of 
labor have become steadily more acute, 
affecting a wide range of civilian indus- 
tries and services, handicapping agri- 
culture, fishing and gold mining, and 
restricting the winter cut of timber. 
Shortages of materials and fuels and 
the consequent multiplication of con- 
trols and prohibitions have had an in- 
creasingly restrictive influence on civi- 
lian production, most of all in metal 
and rubber-using industries, but also in 
a variety of other lines. 

The Review points out, however, that 
the figures of retail trade do not yet in- 
dicate the restriction of consumption 
which is in the making. The general 
indexes of the value of retail sales have 
continued to rise and show considerable 
evidence of a wave of buving in antici- 
pation of real and apprehended short- 


ages. During the first quarter of the 
year, retail sales in urban centers aver. 
aged 22 per cent higher than a year 
earlier, whereas in 1941 the average in. 
crease over the previous year was 15% 
per cent. Rural trade was also up con. 
siderably: the gain over a year ago was 
16 per cent in the first three months of 
the year, while the advance in 1941 was 
only 9 per cent. 

Wholesale trade has also increased 
substantially as retailers have attempted 
to maintain their stocks. A good many 
lines, however, are becoming difficult to 
replace and some cannot be replaced at 
all. Indeed, it is quite apparent that 
Canadians have been “living on inven- 
tories” in many lines, and that the re- 
cent high level of sales cannot be long 
continued. 

The Review, which contains a de. 
tailed survey of conditions in the five 
main areas of the Dominion, describes 
the state of business in the Maritime 
Provinces as “extraordinarily active,” 
as indicated by a 35 per cent gain in 
employment and a 25 per cent increase 
in retail sales as compared with a year 
earlier. The pronounced extent of the 
upturn is the direct result of war activ- 
ity—of military construction, of expand- 
ing heavy industry, of port business, 
and of shipbuilding—and because of 
its nature it has been most marked in 
Nova Scotia. 

In Ontario and Quebec the remark- 
able and continued rise in manufac- 
turing employment is the most striking 
feature of the situation. On February | 
—normally not a seasonally active time 
of year—70 per cent more workers were 
employed in manufacturing than just 
before the war began. Heavy industry 
has been very active in both provinces, 
and the process of turnover to war in- 
dustry continues. The most important, 
automobiles, has turned out its last pas- 
senger car. The textile trades have been 
working to capacity, and the leather 
and shoe industries continue busy. 

In the Prairies, the outstanding de- 
velopment (apart from the new. wheat 


and grain policy) has been the contin- 
ued expansion in livestock and dairy) 


production. 


THE BANKERS MAGAZINE for June, 19% 


—~- Hh 2 © ome 6 = OL. CUPS 





BOOKS for 


CONSUMER INSTALMENT CREDIT AND 
Economic Fiuctuations. By Gott- 
fried Haberler. New York: National 
Bureau of Economic Research, 1819 
Broadway. Pp. 239. 1942. $2.50. 


CoNSUMER instalment credit as a factor 
in economic fluctuations during periods 
of both peace and war is the subject of 
this analysis just completed by Professor 
Gottfried Haberler of Harvard Univer- 
sity for the National Bureau of Econ- 
omic Research. 

Dealing with consumer purchases 
made possible either through commodity 
sales credit extended by dealers and pro- 
ducers, and through them by sales 
finance companies, industrial banking 
companies and commercial banks, or 
through cash instalment loans extended 
by personal finance companies, indus- 
trial banking companies. credit unions, 
and commercial banks, Mr. Haberler’s 
study illustrates the important role of 
instalment credit in the American 
economy. 

Practically all commodity credit and 
a large part of cash loans are used for 
the purchase of durable consumer goods. 
mainly automobiles, furniture, and elec-~ 
tric appliances. Automobiles alone 
accounted for about three-fifths of the 
3,700 million dollars of commodity 
credit extended in 1940. 

It is estimated that between 70 and 
80 per cent of all consumer instalment 
credit is used for durable goods. If the 
figure is assumed ta be 75 per cent then 
for the period 1929-38 an average of 
about 45 per cent of all durable con- 
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sumer goods were sold on monthly pay- 
ments. The percentage rose (with fluc- 
tuations) from 40 per cent in 1929 to 58 
per cent in 1938. In the period 1925-40 
roughly three-fifths of all new and used 
automobile sales, half of all sales of 
household appliance stores and two- 
fifths of furniture store sales were made 
on instalment credit. 

Fluctuations in these percentages 
show little correlation with business 
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cycles. A strong cyclical pattern is dis- 
played, however, by the three basic series 
used as measures of credit expansion 
and contraction. These are (1) monthly 
series showing volume of new credits 
granted, (2) amount of credit outstand- 
ing, and (3) change in outstanding 
credit from month to month. All three 
move in close correspondence with the 
ups and downs of general business 
cycles. 

An examination of the relationship 
between the two types of instalment 
credit (commodity sales and cash loans) 
and business cycles reveals that sales 
credit follows cycles more closely than 
cash loans do. New credits, outstand- 
ings, and net credit change hit a peak 
in 1929, a low point in 1932 or 1933, 
another peak about 1937 and another 
trough in 1938. Substantially the same 
cyclical patterns as in the aggregate 
series are to be found in the five con- 
stituent series—automobile dealers, de- 
partment stores, furniture, appliance 
and jewelry stores. 

The cyclical pattern of cash loan 
credit is somewhat different; the viplence 
of cyclical fluctuations is less and the 
correspondence with general business 
cycles is less pronounced. Cash loan 
credit has shown a sharp upward trend 
in recent years; its year-end outstand- 
ings, which were 557 million dollars in 
1929, nearly doubled in 1937 (1,000 
million), and nearly doubled again by 
1940 (1,800 million), while commodity 
credit outstandings at the end of 1940 
(2,900 million dollars) and at the peak 
of 1937 (2,500 million) were only 
slightly higher than at the peak of 1929 
(2,400 million). 

The cyclical pattern of instalment 
credit as a whole is dominated by the 
quantitatively preponderant commodity 
credit, but the upward trend during the 
period covered by the data is primarily 
jue to the rise in cash loans. 

Despite certain qualifications, con- 
sumer expenditure appears to be in- 
creased by new credits and reduced by 
repayments. The difference between the 
two—net credit change—measures the 
direct effect of credit on consumer ex- 
penditure. When net credit change is 
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positive, instalment credit is a stim 
lating factor in consumer expenditure 
when it is negative, instalment credj 
exerts a deflationary influence. 

Various situations exist, however, in 
which the influence of credit on expend: 
tures apparently requires qualification 
If credit were not available, consumer 
would make intended purchases just the 
same by taking cash from accumulated 
savings. Likewise, consumers might 
first save the necessary sums and buy 
later for cash. Third, even if they did 
not make the intended purchases, they 
might save the whole or part of the sum 
otherwise needed for instalment pay- 
ments instead of spending them on con. 
sumption. 

The impact of instalment credit on 
producer expenditure raises different 
questions. An expansion or contraction 
of consumer credit might restrict or 
expand the supply of funds for producer 
credit and thus restrict or expand pro 
ducer expenditure. This would happen 
if banks had no further funds available 
for lending, with the result that an up 
satisfied demand for funds would pres 
against an insufficient supply. In this 


case, expansion of consumer credit 
would curtail producer credit, while a 
contraction would liberate funds for 


production uses. This would mean an 
effect on consumer expenditure but not 
on aggregate expenditure, because it 
would merely involve a transfer of pur 
chasing power from the field of pro 
ducer to that of consumer goods. 

Fluctuations in instalment credit 
strongly influence the level and stability 
of output and employment, as is seen 
from the following factors: 

1. A stimulating effect on the econ 
omy in the short run resulted from the 
introduction and expansion of instal- 
ment credit during the 1920's. It im 
creased both consumer demand and 
durable goods industries. 

2. The abolition or rigorous restric 
tion of instalment credit would be either 
highly depressive or anti-inflationary. 
This fact is of utmost importance in the 
present emergency. 

3. Despite growth and _ maturity, 
credit remains subject to cyclical fluctw- 
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ations. The fluctuations, thus, are the 
result rather than the cause of cycles in 
general business activity. 

4. Point No. however, does not 
mean that credit does not influence the 
economic system as a whole. When in- 
comes rise in the upswing of a cycle, 
demand for credit increases—which 
shows higher expenditures. On cycle 
downswings, the opposite is true. 

5. Whether consumer _ instalment 
credit is favorable or unfavorable for 
economic stability over the long run 
depends upon debatable questions of 
business cycle theory. Most economists 
agree that anything which stimulates 
consumer demand during a depression 
is desirable. They disagree, however. 
as to the value of such a factor during 
an upswing. 


Trwe Runs Out. By Henry J. Taylor. 
Garden City, N. Y.: Doubleday, Do- 
ran & Co., Inc. Pp. 315. 1942. 
$3.00. 

Tus is a book written by the last Amer- 

ican permitted in and out of Germany. 

It is full of danger, excitement, courage, 

and the thrill of high adventure. Mr. 


Taylor has drawn a stark picture of the 


danger in which we, our way of life, 
and all civilization stand. He has also 
given the only possible solution to the 
whole problem. 

The story is the hard-headed account 
of a highly qualified economist and 
business executive in the European 
forces at work against us. It is told 
through the medium of important men 
seen, and momentous conversations 
heard. Although it is charged with ex- 
citement and humor, it is, in its impli- 
cations one of the most powerful and 
frightening books the war has _pro- 
duced. . 

Through the author’s descriptions, the 
reader meets the great military, politi- 
cal and business “figures in England, 
Finland, Sweden, Germany, Switzer- 
land, France, Spain and Portugal. 

Mr. Taylor covered 22.000 miles by 
air in two and a half months, visiting 
all the countries in Europe. What he 
has to say in this brilliant, hard-hitting, 
disquieting book is required reading for 
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every thoughtful American. The au- 
thor is not only a traveler, reporter and 
commentator; he is also a philosopher. 


EmpLoyee Trarninc. By Alfred M. 
Cooper. New York: McGraw-Hill 
Book Co. Pp. 210. 1942. $2.50. 


SPRINKLED throughout industry there is 

relatively small group of men and 
women whose job it is to train employed 
workers and thereby increase the worth 
of these people to the organization em- 
ploying them. 

In this book the author has given 
original, tested methods of employe 
training that are vastly more effective in 
producing desired results than older 
training procedures. Emphasizing the 
rehearsed-conference method, which Mr. 
Cooper believes should be employed 
whenever the students have experience 
on which they may draw for partici- 
pation in discussion, the book furnishes 
complete outlines, lesson plans, and 
standard practice material. 

Detailed directions for the installa- 
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tion and operation of any type of em- 
ploye training, applicable to any kind 
of business, are explained. Much con- 
sideration is given to installing pro- 
grams for supervisors and executives in 
safety training and in public relations 
training. All forms of vestibule appren- 
ticeship and upgrading training are 
treated. 

Three appendixes are included in the 
back of the book which deal with stand- 
ard practice for conference leaders, con- 
ference plans, and standard practice in 
interest in the customer. 


AUTOMOBILE TRANSPORTATION IN THE 
War Errort. By Charles E. Dear- 
ing. Washington, D. C. The Brook- 
ings Institution. Pp. 47. 1942. 25 
cents. 

THE automobile as a necessary means of 
transportation and as a factor in our war 
economy is carefully studied in this new 
booklet. It estimates the number of 
vehicles necessary to keep the economy 
functioning; the life expectancy of our 
automobiles, and the rubber and gaso- 
line situation. The author comes to six 
general conclusions, as follow: 

“1. If the pool of passenger cars in 
operating condition is permitted to drop 
much below 20,000,000, the civilian 
economy will be threatened with serious 
disruption. The resultant impacts are 
likely to strike first and hardest in the 
areas affecting worker transportation 
and the rural economy. 

“2. There is little prospect that the 
civilian economy will be able to draw 
either upon the existing stock pile of 
crude rubber or upon synthetic rubber 
production. Consequently, the tire and 
rubber supply available to the American 
motorist for the duration consists largely 
of the tires on some 27,000,000 vehicles 
now in operation, plus about 8,000,000 
new tires frozen in the hands of dealers 
and Government agencies. 

“3. If normal driving habits con- 
tinue, the supply of tires will be com- 
pletely exhausted by 1945, and the num- 
ber of cars left in operating condition 
will drop below the minimum require- 
ment (20,000,000 automobiles) before 
the middle of 1943. 


“4. Drastic and immediate gasoline 
rationing on a nation-wide basis, de- 
signed to conserve tires rather than 
gasoline, offers the only reasonable pros- 
pect of averting a breakdown in essen- 
tial automobile transportation. Such ra- 
tioning must be on a highly selective 
basis, permitting all essential mileage 
for about 20,000,000 vehicles, and not 
more than 30 to 40 miles per week for 
about 5,000,000 vehicles. 

“The ultimate effectiveness of gaso- 
line rationing will depend largely upon 
the attitude of automobile users. No 
program of this magnitude, nation-wide 
in scope and affecting intimately the 
activities of almost every citizen, can 
hope to succeed without the type of co- 
operation that comes from a_ general 
conviction that the hardship and incon- 
venience entailed are a necessary part 
of the war effort. Consequently, public 
officials must guard scrupulously against 
any suggestion of gross _ favoritism 
among groups or individuals in the 
formulation and administration of ra- 
tioning policies. 

“5. Nation-wide gasoline rationing 
should be supplemented by legal action 
prohibiting the ownership of more than 
five tires at any given time by any one 
family or individual. Such action 
should result in the immobilization of 
approximately 2.000.000 passenger ve- 
hicles now owned by families or indi- 
viduals who operate more than one car. 

“6. Even if these drastic controls are 
adopted immediately and administered 
effectively, it may well prove necessary 
to requisition several million vehicles 
during 1943 in order to maintain 
essential automobile transportation 
throughout the remainder of the war. 
The necessity of taking this undesired 
step will be determined primarily by 
developments in the synthetic rubber 
program. It can be averted only if, 
through some industrial miracle, the 
projected synthetic plant capacity can 
be made to produce far in excess of the 
combined rubber requirements of the 
United Nations for military purposes. 

“The situation affecting automobile 
transportation is so critical that a pro 
gram of nation-wide gasoline rationing 
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should be promulgated and carried into 
effect without any further delay. Re- 
gional treatment, focused on the prob- 
lem of conserving gasoline, is clearly 
inadequate to deal with a tire and rub- 
ber shortage which is national in 
scope.” 


Tue Cominc Crisis iy MANPOWER. By 
Maxwell S. Stewart. New York: Pub- 
lic Affairs Committee, 30 Rockefeller 
Plaza, New York. Pp. 32. 1942. 
10 cents. 


Drastic changes in our man power poli- 
cies are foreshadowed for the next year 
if the country is to meet both its mili- 
tary and industrial needs and continue 
to serve as an arsenal for the democ- 
racies. 

A picture of these changes is con- 
tained in this pamphlet which places 
first. among the issues which the War 
Man Power Commission must face the 
basic problem of balancing our military 
and naval needs against our industrial 
requirements in the light of our lend- 
lease commitments. 

We must realize “that there are sim- 
ply not enough men to meet all our war 
and civilian needs in the coming years,” 
the pamphlet declares. 

“It is obvious that most of the new 
workers needed for the all-out victory 
campaign will be women,” it continues. 
“In the spring of 1942 there was still no 
shortage of women desiring work. But 
it is clear that by 1943, millions of 
women will be needed who are not now 
looking for work. If they are to be 
found in time, some policy must be 
worked out soon for getting suitable 
women for these jobs. 


“In the last war we relied to a con- 
siderable extent on appeals to patriot; 
ism—though there was also some eco- 
nomic compulsion. But in this war 
we are going to need far greater num- 
bers, and there can be no assurance that 
such numbers can be obtained in this 
manner.” 


To complicate the problem, the prac- 
tice of deferring married men from the 
draft has apparently discouraged many 
women from taking jobs. Moreover, 
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“most American families are better off 
financially than in the 1930’s. During 
the depression, hundreds of thousands 
of women sought jobs because their 
husbands, brothers and sons could no 
longer provide enough money for fam- 
ily needs. With the increased prosper- 
ity of the past year or two, many of 
these women have recently given up their 
jobs. 

“It has been found in England—and 
would doubtless be found here—that 
children under school age prevent the 
employment of many young women who 
otherwise are well qualified for work. 
Day nurseries and nursery schools 
would help solve this problem if they 
were available for the average working 
mother. Preparations should be made 
now for nurseries in all war industries 
employing or capable of employing 
women.” 

As a solution of the general prob- 
lem as it affects both men and women, 
the pamphlet suggests “setting up a 
system of priorities for manufacturing 
plants and labor skills comparable to 
the ones that now exist for scarce raw 
materials. Once these priorities have 
been established, it should not be diffi- 
cult to work out a system for transfer- 
ring workers among employers in ac- 
cordance with the needs of the war pro- 
duction program. 

“In Russia, as in Germany, the need 
for additional workers has been reduced 
somewhat by moving men in and out of 
the army, using them in factories in the 
winter and for fighting in the summer. 
Neither we nor the British have yet 
learned how to do this. 

“Too much emphasis cannot be 
placed.” the pamphlet concludes, “on 
the great importance of keeping in 
mind the day-to-day interests of Amer- 
ica’s men and women in formulating 
our man power program. Many safe- 
guards will be necessary to see that the 
burdens imposed by the program do not 
fall unfairly. This is important from 
the standpoint of health and efficiency. 
It is even more important for reasons 
of morale. The winning of the war de- 
pends on the enthusiastic support of 
the entire population.” 
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HIS one compact volume contains the 
most complete and thorough discus- 
sion yet to appear of that difficult and 
perplexing phase of banking administra- 
tion—the management of the bond port- 
folio of a bank. 

An increasing amount of attention and 
discussion have been given in recent 
months to the bond portfolios of banks 
and to the analysis of securities by bank- 
ers, but practically nothing has been said 
or written on the question of how to deter- 
mine what bonds the individual bank 
needs to meet its own particular require- 
ments. Here, at last, is an answer to 
many of the questions in this field which 
have been plaguing bankers for years. 


You Must “Know Your Bank” 


That it is necessary for a bank to have 
sound policies and programs if it is to 
manage its secondary reserve and its in- 
vestment account successfully, is the 
central idea around which this book is 
written. Coupled directly and imme 
diately with this basic concept is the thesis 
that, in order to accomplish this end, the 
first step for every banker to take is to 
study and analyze his own bank for the 
purpose of policy formations and admin- 
istration in this field. As Mr. Robert M. 
Hanes, former President of the American 
Bankers Association, says, you must 
“know your bank.” 


Price $5.00 
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465 Main Street Cambridge, Mass. 
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A Self-Feeding Capitalism 


N an address presented before the 

conference on post-war reconstruc: 

tion at the University of Minnesota. 
in Minneapolis, last month, Dr. Joseph 
E. Goodbar, speaking on the subject “A 
Self-Feeding Capitalism,” startled his 
hearers by the statement that economics, 
hitherto known only as an art, could be 
transformed into an exact science by the 
use of the principles of a self-feeding 
capitalism. Just how Dr. Goodbar, who 
is an economist and attorney in New 
York City, the author of “Managing 
The People’s Money” and numerous ar- 
ticles on business and economics, would 
bring about the transformation of eco- 
nomics into an exact science, was ex- 
plained in detail. 

According to Dr. Goodbar, post-war 
reconstruction can start a real “new 


era” of lasting prosperity if the princi- 
ples of real economic science are effec- 
tively applied. 


Among the benefits 
would be: 

First: A full and virtually complete 
sale, at a profit, every year, of all pro- 
duction intended for sale; 

Second: Resulting from this depend- 
able market, the demand for workers 
would rapidly expand until practically 
all willing and competent persons have 
found dependable jobs: 

Third: There would be no reason for 
depressions, and the business cycle 
would therefore be traced by a rising but 
slightly undulating line: 

Fourth: Technological improvements 
—instead of causing even temporary 
shortage of jobs—would merely cause 


‘‘Dr. Joseph E. Goodbar be- 
lieves that economics, hitherto 
known only as an art, could be 
transformed into an exact sci- 
ence by the use of the principles 
of a self-feeding capitalism. 


workers to be shifted from one job to 
another; 

Fifth: We could apply these princi- 
ples.to revive and sustain the prosperity 
of the whole outside world, or any part 
of it willing to apply the principle, or 
we could produce lasting prosperity in 
our own boundaries alone. 

Achievement of those results, Dr, 
Goodbar stated, becomes a necessity of 
economic science, just as production of 
water from hydrogen and oxygen is a 
necessity of chemical science, when ap- 
propriate conditions are applied. The 
profit motive, natural resources and 
human beings are the main economic 
ingredients involved. Economic science 
consists in providing conditions suitable 
for producing the results we desire. 


Basic Conditions Necessary 


The basic conditions necessary but 
largely absent in our present world have 
been found to be two, he asserted: 
First: Money incemes created through 
the process of production and distribu- 
tion must be sufficient to buy and pay 
for virtually the entire for-sale product. 
Second: Those money incomes must be 
used regularly, fully and promptly, di- 
rectly or indirectly, to buy and pay for 
currently produced goods and services. 
Otherwise there is no dependable mar 
ket to keep the profit motive in produe- 
tive activity. 

“Everyone knows,” said Dr. Goodbar, 
“what is meant by the principle of cor 
servation of matter. . . . In accord with 
that law, the collection of cash by busi 
ness and industry, through sales and 
borrowing and investment, can never for 
long exceed the money payments which 
they have collectively and previously 
paid out—unless some equivalent o 
printing press money is injected to bal 
ance the accounts.” Continuing, he 
said, “We have found that a shortage 


of money income, as compared with 
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products for sale, usually stands in the 
way of high-level activity on the one 
side and a withholding or ‘oversaving’ 
of money income actually received fre- 
quently stands in the way on the other.” 
Dr. Goodbar pointed out that of 
course we have enjoyed many periods 
in the past when the scientific conditions 
of economic health were actually but 
unwittingly observed for considerable 
periods of time. “It resulted,” he said, 
“from the fact that development of a 
new continent coincided with the growth 
of engineering science. Frequently 
there was excess of physical expansion— 
inflation—followed by panic and de- 
pression. There were power and fer- 
ment, upsurge and disaster; but on the 
whole, so long as those peculiar influ- 
ences were pulling in the same direc- 
tion, there was optimism, expansion and 
growth. The power of the profit motive 
was pushing in approximate step with 
the requirements of economic science.” 
Continuing, he said,“All this was largely 
reversed soon after the turn of the cen- 
tury. We will not be able to make 
abundance our own on a lasting basis 
until other means of balance have been 
substituted for those we have lost.” 


Insufficiency of Money Income 


Challenged as to his statement that 
insuficiency of money income, in rela- 
tion to the final selling price of all pro- 
duction, occurs at the top of expansion 
periods, Dr. Goodbar produced charts 
to show how such deficiency usually 
occurs. Taking an ordinary business 
firm (which usually, and without 
thought, creates as much money income 
as it collects back at times of low op- 
eration), these charts showed how ex- 
pansion in activity normally increases 
total selling prices at a faster rate tharf 
it does the creation of money incomes. 
“Nearly ail firms,” he said, “when com- 
ing out of a depression, cut their cloth 
of expenditures as short as possible; 
and without prevision or conscious plan- 
ning they unwittingly create a money 
income deficiency which causes inven- 
tories to pile up and reverses the growth 
of both sales and output.” 

In explaining how to bring these ele- 
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‘‘Nearly all firms, when com- 
ing out of a depression, cut their 
cloth of expenditures as short as 
possible; and without prevision 
or conscious planning, they un- 
wittingly create a money income 
deficiency which causes inven- 
tories to pile up and reverse the 
growth of both sales and out- 
put.’’ 


ments under control, Dr. Goodbar said 
that each firm (if large enough to be 
of consequence in this matter) will be 
held responsible for its own collections 
of cash receipts. These it must con- 
sciously and regularly anticipate with 
equivalent cash disbursements that di- 
rectly or indirectly create money in- 
comes. “This they can do,” said he, 
“by making investments and paying out 
dividends equal to the profit and re- 
serves included in their sales receipts. 
. . . If reinforced by measures to pre- 
vent the hoarding of money income,” he 
continued, “these two measures alone 
would be enough to put free enterprise 
back on a self-supporting basis.” 

Admitting the possibility that many 
receivers of money income might find it 
difficult or uncomfortable to spend and 
invest their incomes completely, and 
that it would be unwise to force such 
persons to acquire goods and services 
they do not need or want, he said, 
“Happily these unwise results are not 
necessary under self-feeding principles. 
We have an escape valve for excess sav- 
ings. Through this escape valve un- 
needed savings might be diverted from 
private to public use—without being 
lost to their owner and at no cost to 
the Government.” 

As to how business and industry 
would be compelled to assume again 
their old responsibility for putting out 
money incomes to match their for-sale 
production; and how the receivers of 
money income would likewise be com- 
pelled to make full and prompt eco- 
nomic use of their money incomes, Dr. 
Goodbar pointed out first that not more 
than 10 or 15 per cent of income receiv- 
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‘“We have found that a short- 
age of money income, as com- 
pared with products for sale, 
usually stands in the way of high 
level activity on the one side, 
and a withholding or ‘oversav- 
ing’ of money income actually 
received frequently stands in the 
way on the other.”’ 


ers are opulent enough to be able, on 
balance, to do any hoarding. In like 
manner, a large group of small busi- 
ness firms, on balance, are unable to 
avoid creating money incomes equal to 
their cash receipts. 

With regard to the remainder, he said, 
“We plan to employ the technique and 
machinery already in operation for the 
collection of income taxes. The Gov- 
ernment, therefore, will have no need for 
any new department. Income tax pay- 
ers will likewise need file no new re- 
ports. Additional information needed 
will merely be called for on their in- 
come tax returns. . . . From this addi- 
tional information—easily supplied 
from ordinary bookkeeping records— 
the Treasury Department will be able 
to determine whether or not a given 
tax payer has complied with the beha- 
vior standards of a self-feeding capi- 
talism.” 


‘‘Self-Feeding’’ Income Tax 


Business 
vestments or pay out dividends, or both. 
in accordance with self-feeding princi- 
ples, will be subject, Dr. Goodbar ex- 


firms which fail to make in- 


plained, to a “self-feeding” income tax 
equal exactly to the amount by which 
they have failed to meet that require- 
ment. Likewise, income receivers who 
hoard their money incomes longer than 
one year will be liable to a tax equal 
to the amount thus hoarded. Mean- 
while, to make good the deficiency in 
used money income, caused by such pro- 
ducers and hoarders, the Government 
will itself borrow from banks and pay 
out immediately a sum equivalent to 
their deficiencies, recouping itself after- 
wards from the delinquents. 


War-time application of these prin. 
ciples would differ from the methods de. 
scribed for peace time, Dr. Goodba 
said, but their war-time effect would hk 
very constructive. Fifty million Amer. 
ican workers are facing the certainty of 
half-empty stores and shops within 4 
few months, he continued, with less thay 
half the customary amount of goods 
available for purchase; and this short 
age of goods will sooner or later drive 
up the cost of living. If we apply the 
self-feeding principle of balance be 
tween money incomes and for-sale pro 
duction, as embodied in his “pay with 
extra production” tax proposal made to 
the Ways and Means Committee on 
March 19, however, he said this woul: 


1. Hold down the cost of living by draw. 
ing off $25 billion a year in extra war taxes 
It calls for a universal 25 per cent war ta 
on all incomes, from whatever source de 
rived, with virtually no exemption. 

2, Leave worker incomes undisturbed, be 
cause every employe will be given the chane 
to pay his own tax by adding ten hours to 
his working week while the war lasts. 

3. Overcome the shortage of most goods, 
Taking away 10,000,000 workers for war 
plants will still leave enough civilian front 
workers to keep production up quite close te 
normal in most kinds of goods, when ten 
extra hours are worked by each. 

4. Keep jobs open for 10,000,000 workers 
when war is ended; for resuming the # 
hour week will draw that many back te 
peace-time jobs. 

5. Add 25 BILLION man-hours eath 
year to our war-time productive effort. 


© 


As a result of the depression sever 
governmental lending agencies for meet 
ing farmers needs were brought into 
existence and naturally have taken 4 
large volume of agricultural financing 
that could have been done in a bette! 
and more efficient way by the local bank 
The operation of these governmental 
agencies turns our responsibility into 
challenge. If we are indifferent to t 
effect of these agencies we will find thé 
they will be doing more and mor 
financing that naturally belongs to us— 
S. F. Linck, cashier, First State Bank 
Ravenna, Mich. 
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Canadian-United States Wartime 
Co-operation to Have Lasting 
Consequenees 


F the war emergency lasts for any 

length of time, the new-found bases 

of economic codperation between 
Canada and the United States may have 
consequences of a profound and perma- 
nent character, according to a forth- 
coming Conference Board report on 
Canada’s role in the American Hemi- 
sphere. 

Everything, says the board, now 
points to a constantly nearing unifica- 
tion of the war programs of the two 
countries and to the greatest possible 
coordination of industrial production, 
with regional specialization and mutual 
exchange of both raw materials and war 
items. The functions of the Joint Eco- 
nomic Committees of the two countries 
are, however, not confined to war-time 
problems but embrace matters that have 
to do with post-war problems. These 
committees have an opportunity to ad- 
vance Canadian-United States relations 
tremendously, the board finds. Mem- 
bers of these committees are high-rank- 
ing Government officials who have the 
assistance of full-time research staffs. 

“Many Canadians,” the board re- 
ports, “fear that the constantly ap- 
proaching economic integration of Can- 
ada and the United States increases the 
potential threat of their country’s being 
annexed to the United States.” It finds, 
however, that “a decided change in 
Canadian public sentiment” has oc- 
curred in recent months “according to 
observers who note a marked tendency 
among thinking Canadians to accept, if 
not welcome, the thesis of hemisphere 
unity, and its implications for the fu- 
ture.” 

“The more the multitudinous prob- 
lems involved are frankly discussed and 
explored today the better prepared both 
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countries will be to meet promptly fu- 
ture contingencies as they arise,” the 
board continues. 

Meanwhile, the “main obstacles to the 
merging of the war efforts of Canada 
and the United States” are found to be 
“tariffs, trade regulations, red tape, and 
foreign exchange problems. One of the 
chief concerns today is how to over- 
come these obstacles and at the same 
time retain intact the traditional politi- 
cal independence and economic individ- 
uality of the two countries.” 

Canada’s “relations with the United 
States are based upon the firm and en- 
during foundation of common histori- 
cal, racial, cultural, economic and ideo- 
logical backgrounds. Geographical con- 
tiguity, as well as similar tastes, has en- 
couraged and facilitated the interchange 
of newspapers, periodicals, radio pro- 
grams, and movies, and the social inter- 
course of the people of the two nations.” 

However, “because of strong Empire 
ties and very minor economic relations” 
with the other American countries, “Can- 
ada has traditionally been isolated from 


‘“‘The main obstacles to the 
merging of the war efforts of 
Canada and the United States 
are tariffs, trade regulations, red 
tape, and foreign exchange prob- 
lems. One of the chief concerns 
today is how to overcome these 
obstacles and at the same time 
retain intact the traditional po- 
litical independence and _ eco- 
nomic individuality of the two 
countries.’’ 














‘‘Canada’s relations with the 
United States are based upon the 
firm and enduring foundation of 
common historical, racial, cul- 
tural, economic and ideological 
backgrounds. Geographical con- 
tinguity, as well as similar 
tastes, has encouraged and fa- 
cilitated the interchange of 
newspapers, periodicals, radio 
programs and movies, and the 
social intercourse of the people 
of the two nations.”’ 





and has 
never been a member of the Pan-Ameri- 


the Pan-American movement, 
can Union, which has been the focal 
point for implementation of Pan-Ameri- 
can activities,” but the board finds that 
“of late there has been a_ noticeable 
change in this situation. In the Havana 
Conference of 1940, Canada was repre- 
sented for the first time by an unofficial 
observer, and recently the first Canadian 
‘egations in South America were opened 

Brazil and Argentina. 

“Canada’s new interest in Pan-Ameri- 
can affairs is based not only upon com- 
mon problems of military defense but 
also upon economic considerations. 
Surpluses and deficiencies of all Pan- 
American nations are now being studied 
by the Inter-American Economic and 
Financial Advisory Committee, which 
has its headquarters in Washington, and 
it seems likely that Canada will more 
and more come under the influence of 
the Pan-American movement, which is 
under the leadership of the United 
States.” 

As to the economic position of Can- 


ada itself, the board finds: 


“Although Canada has long been 
making steady strides ahead in economic 
development, the wars of 1914 and 1939 
have given her tremendous impetus 
toward diversified industrialization. A 
spectacular growth in mining and a 
rapid expansion in manufacturing have 
consequently greatly decreased the coun- 
try’s dependence upon agriculture. Even 
so, agriculture contributed about twice 
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as much as mining to the national in. 
come in 1938. A “deficiency in readily 
available coal and iron acts somewhat 
as a brake on the Dominion’s industrial 


advancement. Fortunately, a plentiful 
supply of hydro-electric power offsets to 
some degree this coal deficiency. Can. 
ada’s hydro-electric development has 
been phenomenal and vast potential 
sources still remain unharnessed.” 

However, “the Dominion has a def. 
nite economic handicap in that bounti- 
ful productive sections are more or less 
rigidly committed to the production of 
one or two products and have little op- 
portunity for diversification. For exam. 
ple, in large parts of the west it is 
‘wheat or nothing’ ; in some of the north- 
ern parts of central Canada it is “pulp 
and paper or nothing.” or in others 
‘copper or nothing.’ Like all countries 
with major dependence upon the pro- 
duction of primary products, the econ- 
omy of the Dominion has been particu- 
larly vulnerable to depressions.” 


On the financial side, “the interests of 
Canada and the United States are joined 
by heavy reciprocal investments. Amer- 
icans owned approximately 58 per cent 
($3,900 million) of the pre-war foreign 
investment (including British) in Can- 
ada, or 22 per cent of the total amount 
of both domestic and foreign capital in- 
vested in Canadian business and govern- 
ment securities. 

Canadian investments in the United 
States, about a fourth as large as our 
investments in that country, represented 
three-fifths of the total foreign holdings 
of Canadians. 


“To meet the net interest and dividend 
payments owed to United States citi- 
zens, to pay for the excess merchandise 
imports from the United States, and, 
since 1933, to repurchase part of her 
debt, Canada has traditionally sent us 
gold, sold us net tourist services, and 
used the credits obtained from her ex 
cess exports to the United Kingdom. 
The current strain on Canada’s dollar 
resources caused by the war-time freer 
ing of sterling balances in the United 
Kingdom can thus be clearly understood 
in terms of the pre-war triangular bal- 
ancing of her international payments” 
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§ From a Code Adopted in 1916 by the Robert Morris Associates 
ti- 
8s The first and cardinal principle in credit investigation is the sacredness 
of of the replies. ’ 
)p- 
m- Any betrayal of the confidence implied when credit information is 
is given brands the offender unworthy of consideration or confidence. 
th- ; : 
Indiscriminate revision of files, when there is no real need of informa- 
ilp 
TS tion, is unnecessary, wasteful and undesirable. 
Every letter of inquiry should indicate in some definite and conspic- 
*% uous manner the object and scope of the inquiry. 
od When more than one inquiry on the same subject is sent simultaneously 
to banks in the same city, this fact should be plainly set forth in the 
0 i 
br inquiries. 
er- If form letters are used in making inquiries, it is good practice to have 
eat them bear the manual signature of the inquirer to establish responsibility. 
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an- In seeking information, the name of the inquirer, in whose behalf the 
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int inquiry is made, should not be disclosed without permission. 
in- , os a ' 
: The recipient of a credit inquiry who urges his correspondents to make 
m P quit) & Pp 
plain the object and scope of their investigations, fails in his duty if he 
ted neglects to read carefully each special letter of inquiry and to answer 
4 frankly specific questions therein. 
{ 
gs In answering inquiries, it is advisable to disclose all material facts 
bearing on the credit of the subject, because full understanding is always 
nd necessary and because all paper offered should be of the same description 
4 as that held by the borrower’s own bank. 
ise 
af In answering inquiries the source of the information should not be 
her disclosed without permission. * 
us , —_ sala — 
nd It is not permissible nor the part of good faith, in soliciting accounts 
is from a competitor, to seek information from the competitor without 
\m. frankly stating the object of the inquiry. 
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New Installment Loan Regulations 
Explained to Customers 


HORTLY after the new Federal Re- 

serve regulations regarding install- 

ment loans and charge accounts 
were announced, the State Planters Bank 
and Trust Company of Richmond, Va.. 
sent out the following letters to its list 
of 6,500 loan prospects, signed by B. S. 
DuVal, assistant cashier: 

“On May 6 extensive changes were 
made by the Federal Reserve authorities 
regarding installment loans and charge 
accounts. These were made to keep 
down the cost of living, to discourage 
injudicious buying, and to encourage 
the payment of debts. The promotion 
of savings and increasing the funds 
available for the purchase of War Bonds 


THE FIRST TEN BANKS IN 
THE ENGLISH-SPEAKING 
WORLD* 

. Chase National Bank, New 
York. 

. National City Bank, New 
York. 

Midland Bank Ltd., London. 
Barclays Bank Ltd., Lon- 
don. 

Lloyds Bank Ltd., London. 
Guaranty Trust Company, 
New York. 

. Bank of America NT&SA, 
San Francisco. 
Westminster 
London. 
National Provincial 
Ltd., London. 
Continental [Illinois Nat’l 
Bank & Trust Co., Chicago. 


Bank Ltd., 


Bank 


*Compiled by California Bank, Los 
Angeles. 


are the goal. This in turn will provide 
personal financial backlogs and security 
for the readjustment period which is 
expected to follow the war. 

“This bank is 100 per cent behind the 
Government's efforts. It has been our 
policy for many years to discourage 
needless borrowing and yet make bank 
credit available for every worthy pur- 
pose. There are times when people are 
obliged to borrow and it is to their ad- 
vantage to do so. For those people we 
shall continue to make funds available 
at reasonable rates and on repayment 
terms which accord with the spirit as 
well as the letter of the law. 

“The terms covering bank borrowing 
for educational, hospital, medical and 
dental needs remain unchanged. Real 
estate loans, defense housing loans, 
loans for fire and casualty insurance 
premiums and some others are also un- 
affected by the new regulation. 

“Other installment loans related to 
the purchase of consumer goods are 
still available but on a basis of some- 
what larger down payments and shorter 
periods for repayment. We believe this 
is a sound move and we further believe 
that all of us should restrict our pur- 
chases. as far as possible, to necessities. 
The most important business in Amer- 
ica today is winning the war, and that 
calls for sacrifice and codperation on 
the part of all. 


“We have noted some confusion rela- 
tive to the status of personal bank credit 
and that is why we are writing you this 
brief letter to clarify the matter and to 
let you know that bank credit is still 
available for all constructive purposes. 

“If you are interested in further de- 
tails covering the latest regulation on 
consumer credit, installment loans, and 
charge accounts, please let us know and 
we shall be glad to try to furnish them.” 
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Should Savings and Loan Associa- 
tions Make Personal Loans? 


HE pros and cons of a proposal 

that savings and loan associations 

should enter the personal loan field 
are represented in two letters which ap- 
pear in a recent issue of Savings and 
Loans, the official organ of the United 
States Savings and Loan League. 

The negative argument is presented 
by Samuel Stern of Philadelphia, who 
writes: 

“I certainly was shocked in reading 
the January issue of Savings and Loans 
to note the article by Gilbert Harold, 
recommending small personal loans to 
be made by savings and loan associa- 
tions, and I want to protest emphati- 
cally against any such articles being 
printed, because it is not the function of 
our associations to make personal loans 
without security. The associations of 
the State of Pennsylvania are having 
enough difficulty in attracting new capi- 
tal because of the opposition of the 
banks, which claim that our associations 
are infringing upon the activities of the 
banks, and the idea expressed in the 
article would be simply another reason 
for the Pennsylvania associations to be 
attacked by the banking fraternity.” 

The affirmative argument is presented 
by Ray R. Glenn of Yakima, Wash.. 
who writes in reply to Mr. Stern as 
follows: 

“The article in the January issue of 
Savings and Loans by Professor Gilbert 
Harold, concerning savings and loan 
associations making personal loans, has 
my hearty approval, and having been 
advised that you hold contrary views, I 
venture to address this letter to you in 
the hope that a more general discussion 
of the subject may prove helpful to our 
business as a whole. 

“Professor Harold, in his article, has 
most ably pointed out the benefit to a 
savings and loan association, from an 


income standpoint, of having a portion 
of its assets invested in such a manner. 
In these days of decreasing interest 
rates, increasing costs and a surplus of 
funds seeking investment, it appears 
that from this angle alone, we should 
give serious consideration to his sug- 
gestion and explore the subject most 
thoroughly. 

“It has long appeared to me that sav- 
ings and loan associations must broaden 
their investment base or we cannot con- 
tinue to exist. Unless we can offer at 
least a slightly higher return on invest- 
ments than is offered by other compet- 
ing financial institutions, and compa- 
rable safety features. we cannot con- 
tinue to attract funds to our institu- 
tions. With increasing competition in 
the mortgage loan field and ever-increas- 
ing control of interest rates by govern- 
ment. we are. of necessity. being forced 
to seek other investment outlets. 

“But. after all. I think this question 
should not be approached from a selfish 
angle alone. but rather from the altru- 
istic"point of view of service. Since sav- 
ings and loan associations are mutual 
in character and organized primarily for 
the benefit of people of small means, it 
appears to me that we have a duty to 
our clientele as well as to our communi- 
ties as a whole to provide such loan 


Pro 
‘It has long appeared to me 
that savings and loan associa- 
tions must broaden their invest- 
ment base or we cannot continue 
to exist.’’ 
Con 
**It is not the function of our 
associations to make personal 
loans without security.’’ 
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service as they require, whether it be 
real estate or personal loans, at reason- 
able rates consistent with safety and 
sound practices. In order to meet the 


crises that constantly arise in the course 


of human events, it is often necessary 
for some people to borrow without secu- 
rity. and if our savings and loan asso- 
ciations were prepared to render this 
service to people of good character and 
capacity, at rates of half to less than 
half of what are now charged by many 
personal finance companies, it would 
seem that our institutions could fill a 
need that is very evident today. 

“In the next few years savings and 
loan associations will undoubtedly be 
called upon to justify their right to 
survive, and I know of no better record 
we could point to than the furnishing 
of a more complete financial service at 
reasonable cost to people of small 
means who are oftentimes now com- 
pelled to meet an emergency situation 
by paying exorbitantly high rates. In 
the State of Washington, the last ses- 
sion of the Legislature passed a small 
loan act approving loans up to $300 at 
3 per cent per month interest. 

“An association’s loan files and sav- 
ings account records furnish an excel- 
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lent guide to the paying habits of many 
of our potential customers. It seems 
unreasonable to deny a small amount 
of unsecured credit to a person with 
whom an association is then dealing, or 
has dealt in the past, on a satisfactory 
basis, and refer its customer to a per- 
sonal finance company for a loan at 3 
per cent a month to a competing finan- 
cial institution which is not hesitating 
to take real estate mortgages from our 
associations. 

“It has been stated that to make per- 
sonal loans would be departing from 
the basic principles on which savings 
and loan was founded. I wonder if 
we didn’t do that a long time ago? 
Business today is a far cry from what it 
was a hundred years ago, and if we 
expect to survive we must meet change 
with change.” 
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COUNTRY BANKS ESSENTIAL TO 
RURAL LIFE 


Country banks came into existence 
because there was a real need for the 
type of service they could render. 
Though the credit needs of agriculture 
have changed, the demand still exists. 
Rural banks that fail to assume this 
responsibility in these critical times will 
be derelict to their duty, and aids to 
our enemies instead of our allies. 

A well managed bank in a small com- 
munity can be one of the pillars or key- 
stones ranking on even terms with the 
church and school. It need not be an 
impersonal structure of stone, marble, 
mortar and cold steel, but may with the 
right leadership be an institution with 
a heart, and a beacon light guiding the 
good farm and urban families toward 
a destiny of economic and social secur- 
ity. and warning them against the pit- 
falls of over-optimism and speculative, 
get-rich-quick schemes. 

The officers and directors of such an 
institution must keep their fingers on 
the pulse of the life-blood of that com- 
munity, which is its farms, and be quick 
to detect the irregularities, the skips and 
the murmurs which warn that all is not 
well—A. D. Carew, director, Green 


Lake State Bank, Green Lake, Wis. 
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A Christian Program for Bankers 


By 


WILLIAM 


TEMPLE 


Archbishop of Canterbury 


HE aim of a Christian social or- 

der is the fullest possible develop- 

ment of individual personality in 
the widest and deepest possible fellow- 
ship. To secure these ends it is not 
desirable to eliminate the profit motive 
altogether. Room must be made for 
reasonable satisfaction of self-interest. 
But above all, we should seek to end 
the right to bequeath from generation 
to generation a power to levy private 
taxes on industry in the form of divi- 
dends, thus maintaining a shareholder 
class. I suggest for consideration the 
following: 

(a) Wherever limitation of liability 
is granted, a minimum rate of dividends 
should be fixed. To secure this, arti- 
cles of association should provide for 
allocation of surplus profits for such 
purposes as (1) a wage equalization 
fund for the maintenance of wages in 
had times; (2) a dividend equalization 
fund: (3) a fund for extension, as dis- 
tinct from renewal, of fixed capital. 

(b) Though it is true that the state 
already checks unlimited inheritance 
by death duties. this does not go to the 
root of the matter. I prefer the prin- 
ciple of “withering capital” in accord- 
ance with which, as soon as interest 
paid on any investment is equal to the 
sum invested, the principal should be 
reduced by a specified amount each 
vear until the claim of the investor to 
interest or dividends was extinguished. 
Those who accept the existing System 
naturally ask what compensation on 
the side of losses will be given to set 
off restrictions on the side of gains. 
But our whole contention is that the 
existing system 1s unjust and heavily in 
favor of capital. 

(c) It must be recognized that eco- 
nomic problems of the nation are 
bound up with problems of interna- 
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tional trade. It is quite unreasonable 
to make political and economic fron- 
tiers identical. We must learn to treat 
questions of commercial policy as mat- 
ters to be decided not by national gov- 
ernments but by international authority. 

(d) Money is primarily an interme- 
diary. This strongly suggests it would 
be possible to make a living. let alone 
a fortune, out of its manipulation. 
When money or an effective substitute 
is created and lent by book entry, as 
may be the case in the issue of credit. 
it seems that no more charge is ethi- 
cally defensible than what will cover 
the cost of administration, perhaps 14 
or 7 per cent. But no private person 
or group would find here any incen- 
tive to embark on it. 

(e) Land legislation of the Old Tes- 
tament rests on the principle that land 
in a special sense belongs to God. 
There is no good reason to insist more 
strongly on this principle. In the case 
of urban sites it will lead toward public 
ownership. There is no reason why we 
should pay certain citizens large sums 
of money for merely owning land on 
which our cities are built. In the case 
of rural land, certainly existing rights 
of landlords are excessive if the social 
function is taken as the justifying cor- 
relative of rights of ownership. 

.Finally, I have offered these sugges- 
tions in answer to the frequent chal- 
lenge, what would you do? Let no one 
quote this as my conception of a politi- 
cal program which Christians ought to 
support. There neither is nor can be 
such program. 

However, I 
Program. 


offer it as a Christian 


*The accompanying statement recently 
by the Archbishop of Canterbury, while not 
offered as a “political program,”’ is of great 
interest as being indicative of the way in which 
high authorities in Great Britain are viewing 
the post-war world. 


made 
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Death of Distinguished 
Philadelphia Banker 


AST month, Philadelphia lost one 
of its best-known and most influ- 
ential bankers, Joseph Wayne, Jr.. 

retired president of the Philadelphia 
National Bank and of the Philadelphia 
Clearing House Association. 

Mr. Wayne, a descendant of “Mad 
Anthony” Wayne, was 68 years old. He 
died at his home in Chestnut Hill on 
May 26 after a long illness. Members 
of his family were at his bedside. 


Colorful Personality 


In his fifty years’ association with 
Philadelphia banking to which he 
brought aggressive tactics and a color- 
ful personality, Mr. Wayne played a 
leading role in raising loans for the city, 
and he was a consistent and persuasive 
advocate of financial soundness in mu- 
nicipal government. 

His long banking career gave rise to 
numerous anecdotes illustrating his in- 
formality and shrewdness. 

Before he retired in 1941 he sat daily 
at his desk in the Chestnut Street offices 
of the Philadelphia National Bank. and 
called back cheery greetings to the hun- 
dreds of persons who, passing through 
the lobby, would wave to him and call 
“Hello, Joe.” 

Although he retired as president of 
the Philadelphia National on January 
14, 1941. the position of chairman of 
the board was created for him so that 
he could continue to give his advice and 
the benefit of his long experience to 
the bank’s other officers. 

For eleven years, between 1930 and 
1941, he was annually elected president 
of the Philadelphia Clearing House As- 
sociation almost automatically. But he 
finally refused to accept another term, 
and a successor was named on the same 
day he retired as bank president. 
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Former 


Joseph Wayne, Jr., 


President of the Philadelphia 
National, Dies at the Age of 68 


The white-haired, aquiline featured, 
nattily dressed banking veteran whom 
thousands of Philadelphians knew at 
least by sight, if not personally, began 
his financial career as a 17-year-old 
stripling in the employ of the Girard 
National Bank, in 1890. 

He had been born in Philadelphia on 
September 26, 1873, the son of Stephen 
Simmons Wayne and Isabella S. Ross 
Wayne. He went to Germantown Gram- 
mar School and to the Philadelphia 
Manual Training School, which later 
became Northeast High School. 

This was the extent of his formal 
education, although in 1937 he was 
awarded an honorary degree of Doctor 
of Laws by the University of Pennsyl- 
vania. At the same time, he was named 
chairman of the committee of general 
supervision of the University of Penn- 
sylvania Bicentennial, observed in 1940. 

The Girard National Bank, which he 
entered as a junior employe on August 
1, 1890, had developed from Stephen 
Girard’s original private bank. 


Becomes President 


By 1899 he had become assistant 
cashier of the venerable institution, and 
in 1901 he was appointed cashier. In 
1908 he became a vice-president, and 
in 1914 he was named president of the 
bank. 

When in 1926 the Girard National 
Bank was consolidated with the Phila- 
delphia National Bank, Mr. Wayne re- 
tained the presidency of the combined 
institution. Two years later the Phila- 
delphia-Girard National Bank was fur- 
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ther consolidated with the Franklin- 
Fourth Street National Bank, and again 
he was chosen president of what then 
once more became known as the Phila- 
delphia National Bank. 

During the World War he was a 
member of the executive committee in 
charge of the Liberty and Victory Bond 
loans in the Third Federal Reserve Dis- 
trict. 

He was active for many years in the 
Pennsylvania Bankers Association, and 
served as its president in 1907. He 
also played a leading part in the estab- 
lishment of a Federal Reserve Bank in 
Philadelphia, serving as a member of a 
bankers’ committee which made recom- 
mendations for the establishment of the 
twelve Federal Reserve banks to the 
Treasury Department. 

During the depression, when his na- 
tive city was in dire financial straits. 
Mr. Wayne personally arranged for a 
$3.000.000 loan to pay the overdue 
salaries of city and country workers. 
But with the loan went a warning to 
City Hall officials to straighten out 
Philadelphia’s financial affairs. 

Under his presidency the Philadel- 
phia National Bank. largest financial 
institution in this Federal Reserve Dis- 
trict, with a history dating back to 1803, 
achieved in 1939 total bank deposits of 
more than $516.000,000. This was the 
first time any Pennsylvania bank had 
crossed the half-billion-dollar mark in 
deposits. 


© 


ENEMIES OF THRIFT 


Has the ideal of thrift any enemies other 
than the natural sloth and shortsighted- 
ness of mankind? It seems fair to say 
that powerful forces recently have arisen 
to undermine the ideal of thrift. Here- 
tofore thrift has been an individual per- 
sonal affair. Quite recently there has 
been put into circulation a philosophy 
that, though well intentioned, has been 
distorted so that great numbers of 
people have come to think that thrift is 
obsolete because the Government owes 
them a living.—Joseph Earl Perry, Com- 
missioner of Banks of Massachusetts. 
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Reconstruction 
Finance Corporation 
Loans to the 
Railroads 


By 
HERBERT SPERO 


Department of Economics 
College of the City of New York 


‘THIS book is a study of Recon- 

struction Finance Corporation 
financing of near-bankrupt rail- 
roads in the depression years 1932- 
1937. It deals with the funda- 
mental difficulties of the nation’s 
railroad system and of the weaker 
carriers in particular. It empha- 
sizes the various purposes for 
which the Reconstruction Finance 
Corporation was created and the 
diverse uses to which the corpora- 
tion’s funds were put. 

It provides a detailed analysis 
of the basic financial ills of the 
St. Louis-San Francisco, the Chi- 
cago and Eastern Illinois, the New 
York, New Haven and Hartford, 
the Missouri Pacific, the Chicago, 
Milwaukee, St. Paul and Pacific, 
the Denver and Rio Grande West- 
ern, and the Chicago and North 
Western. The analysis is amply 
supported by statistical data. The 
policy of the Interstate Commerce 
Commission in approving Recon- 
struction Finance Corporation aid 
to these lines is then studied. 

The author’s conclusion is sig- 
nificant for its statement of the 
new relationship of the Govern- 
ment to debtor roads and for its 
criticism of governmental policy. 


Bankers Publishing Co., 

465 Main Street, Cambridge, Mass. 

Please send me on approval a copy ot | 
“RFC Loans to the Railroads” by Herbert | 
Spero. At the end of 5 days I will either 
remit $3.50 or return the book. 
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Condensations from Magazines, Reviews, 


Reports, Bulletins, Radio Discussions, 


Advisory Services, Newspapers, etc. 


PRODUCTION MOUNTING IN CRUCIAL WAR YEAR 


New England Letter, First National Bank of Boston 


HE objective of the WPB is maxi- 

mum time. With prospects that 

1942 may be the crucial period of 
the war, every effort is being made to 
speed up production immediately. 
Toward this end all plant construction 
scheduled for initial operation in 1944 
has been abandoned and plans now call 
for halting the construction of all plants 
that cannot be completed before July, 
1943. This action will release steel 
tonnage and other material as well as 
man power for the turning out of wea- 
pons and equipment for immediate mili- 
tary needs. At the same time it will 
call for even greater restrictions on the 
production of civilian goods than were 
earlier contemplated. 

All important industrial units are 
being rapidly geared to the war effort 
in order to meet the greatest test ever 
confronting this nation. It calls for the 
effective mobilization of man power, 
machines and materials toward one 
objective—winning the war. Original 
war schedules have been stepped up and 
at present are placed at approximately 
70 billion dollars for the next fiscal 
year. 

Since the war began, production has 
mounted rapidly. The Federal Reserve 
Roard’s index of industrial activity in- 
creased from 114 in September 1939 to 
174 in April of this year. It is ex- 
pected that with the new plants in opera- 
tion the index will reach 200 before the 


end of the year. The ability to attain 
such a high level of activity during a 
period when a large part of the econ- 
omy was being converted from peace 
time to a war basis is a tribute to the 
ingenuity and capacity of American 
business enterprise, and is without 
parallel. 

The shift to a war economy is being 
accomplished with much less disruption 
than was earlier anticipated. Unem- 
ployment in March declined by 864,000 
to 3,480,000, according to the National 
Industrial Conference Board. This 
represents a reduction of nearly one- 
half in the course of a year. Total em- 
ployment in March is placed at 51, 
613.000. 

Steel mill output has reached an all- 
time high and, barring unusual repairs, 
indications are that activity for the sum- 
mer months will be well maintained. 
Rated demand is considerably above 
production, while books are filled with 
topmost priorities. Direct war needs 
now constitute at least two-thirds of out- 
put, with prospects that this proportion 
will increase during the second half of 
the year. In order to meet urgent mili- 
tary requirements, the use of steel for 
civilian purposes has been prohibited 
in 400 items, and it is probable that this 
list will be greatly extended. 


The automobile industry, as is true 
of some other major lines, is geared to 
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an all-out war basis and is exceeding 
schedules. With war contracts argre- 
gating about 15 billion dollars, it is 
making a prodigious contribution to the 
war effort. The technique and mass- 


production methods that resulted in 
such amazing peace-time achievements 
are now being applied to turning out 


tanks, airplane engines, bombers, anti- 
aircraft guns, and other weapons of war 
and munitions. Many of the products 
developed over the years in the labora- 
tories and held in abeyance are now 
being put to use in providing substi- 
tutes for nickel, chromium, tin and 
other strategic materials. 


NEXT YEAR’S INCOME TAX LEVY 


American Institute for Economic Research, Cambridge, Mass. 


HE recommendations of the House 
Ways and Means Committee for re- 
vision of the Federal tax schedules 
applied to 1942 incomes are of assist- 
ance in estimating the  individual’s 
future tax burden. The major recom- 
mendations of this committee’s report 
are usually accepted in considerable 
part by both the House and the Senate. 

As we stated was probable in the 
March 9 Research Report bulletin, tax- 
payers in the middle income classes can 
expect to pay about double the assess- 
ment on this year’s income that is being 
paid on last year’s. The treatment of 
investment profits and losses may be 
altered somewhat, but no basic change 
is indicated. 

Although the income tax base was 
broadened last year to an extent that 
was then deemed drastic, the new rates, 
if enacted as proposed, will reach into 
the pocketbooks of millions of people 
who consider themselves close to the 


subsistence level, as viewed from the 
pedestal of American living standards. 
This development resulting from the 
war emergency may ultimately prove to 
be highly beneficial if the majority of 
the voters in the country thereby become 
aware that the spending of public funds 
must be paid for by the people and can- 
not be created by monetary manipula- 
tions. This tax consciousness may be 
more definitely assured if a broad pro- 
gram of sales taxes is adopted some time 
in 1943. 

Congress appears to be just as reluct- 
ant to adopt the Treasury’s recommenda- 
tions for a withholding tax as it is to 
impose a sales tax, but both of these 
devices may be found necessary next 
year. In the meantime, Congress will 
serve the country’s interests by enacting 
its tax legislation at as early a date as 
is compatible with the need for examina- 
ing all of the implications contained 
within the text of the measure. 


THE AMUSEMENT INDUSTRY IN WAR TIME 


The Index, The New 


AX a morale influence of primary 
value, amusements and the enjoy- 

ment of sports and all forms of 
recreation are essential to the war et- 
fort. With the nation at peace, the 
people of the United States spent an- 
nually for recreation and amusement 
an amount ranging from an estimated 
$6 billion, during the depression years 
of the early thirties, to $10 billion, dur- 
ing the more prosperous late twenties. 
Such expenditures include those for the 
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York Trust Company 


pleasure uses of private automobiles 
and boats, the purchase and mainte- 
nance of radio sets, phonographs and 
records, and other musical equipment, 
and participation in various kinds of 
athletics, together with similar outlays 
for related purposes, as well as those 
for attendance at theaters, amusement 
parks, race tracks, and other establish- 
ments providing recreational and 
amusement facilities. The war is al- 
ready bringing changes both in the 
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amusements themselves and expendi- 
tures. 

Pleasure uses of private automobiles 
alone probably account for at least $2 
billion of such expenditures in the nor- 
mal year. Figures compiled by the 
United States Public Roads Adminis- 
tration indicate that about 45 per cent 
of the mileage of passenger cars in this 
country is used for pleasure driving, 
as distinguished from conveying people 
to and from work, and other strictly 
business purposes. Since motor vehi- 
cles and their upkeep in an average 
year require well above $5 billion, the 
estimate of $2 billion for pleasure driv- 
ing appears to be conservative.  In- 
deed, the American Automobile Asso- 
ciation in 1937 estimated that the out- 
lay for all purposes of vacationing 
motorists in this country amounted to 
about $414 billion. War-time restric- 
tions upon production of automobiles 
and accessories, including tires, are al- 
ready curtailing pleasure driving of mo- 
tor vehicles, and the effects of such re- 
strictions will undoubtedly become 
much more marked. 

The National of Broad- 
casters recently estimated that it re- 
quires a total annual outlay of about 
$1 billion to amuse and inform the 
people of the United States by radio. 
This includes the cost of radio receiv- 
ing sets, time on the air, talent for the 


Association 


programs, electricity, parts. tubes, and 


servicing. Gross sales of broadcasting 


time on networks and stations in 194} 
amounted to $237,600,000 as compared 
with $207.956,000 in 1940. Radio sets, 
tubes and phonographs sold in this 
country from 1929 through 1940 aver. 
aged in value more than $333 million 
annually. Some 29,000,000 families, 
or about 84 per cent of all families in 
the United States. own radios. Ap. 
proximately 11,500,000 radio sets were 
sold in this country in 1940, more than 
in any previous year, and these were 
valued at about $390 million. Sales 
of phonographs and radio-phonograph 
combinations have been increasing re- 
cently, and the extent of the increase is 
indicated by the mounting production 
of phonograph records, estimated at 
100.000.000 for 1941 as compared with 
the 1940 output of about 55,000,000. 
Production of radios for civilian use 
has been ordered discontinued because 
of war shortages. 

Sporting and athletic goods pur- 
chased in this country in 1939, the 
largest year for which Bureau of Cen- 
sus figures are available, were valued 
at $68.705,000 as compared with $56,- 
297.000 in 1937. Some decrease in 
production of sporting and _ athletic 
goods attributable to the war is also 
to be expected. Because of the rubber 
shortage. for instance. restrictions have 
been placed upon the manufacture of 
golf and tennis balls. On the other 
hand. the President has asked that base- 
ball be continued, suggesting that more 
major league games be played at night. 


TRANSPORTATION AND THE WAR EFFORT 


Cleveland Trust Company Bulletin 


RANSPORTATION is the control- 

ling factor in the war effort. It is 

a shortage of transportation that is 
causing the shortages of gasoline and 
sugar. Ample supplies of both those 
commodities are available, but not in 
many of the localities where consumers 
need them, and so both are to be ra- 
tioned. So far we have talked a good 
deal about shortages of tires without 
really experiencing them, but before 


long they will become real and wide- 
spread, and that will bring into being a 
new shortage of automobile transpor- 
tation. 

Fortunately we have in this country 
by far the most efficient and economical 
railroad system in the world. The rail- 
roads have adapted themselves to the 
needs of the war effort with a degree of 
effectiveness hardly equaled by any 
other industry, but even so, they can- 
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not entirely make up for growing short- 
ages of highway transportation, nor can 
they supply our needs for ocean-going 
ships. For the first time in our history 
we are about to experience many differ- 
ent sorts of rationing, and for the most 
part they will be caused by some form 
of transportation shortage rather than 
by lack of the commodities themselves. 
‘Between now and midsummer we are 
going to make in earnest the transition 
from conditions that still are largely 
those of business as usual to the very 
different conditions of an all-out war 
effort. Our present huge outputs of 
ships and of munitions of war will be 
ereatly increased, and meanwhile our 
production of civilian goods will be still 
further sharply curtailed. One of the 
wavs by which industries. businesses 
and families can prepare for the coming 
changes is to purchase during this 
spring and the coming summer the coal 
supplies that will be needed next winter. 

At long last the price ceilings are go- 
ing into effect, and one of the efficient 
ways in which each good citizen can 
help in the national effort is by respect- 
ing them. and by encouraging others to 


observe them. Price ceilings and ra- 
tioning go hand in hand, and we must 
bear them patiently and cheerfully no 
matter how irksome they may prove to 
be. They will help us to economize, 
and with the resulting savings we can 
buy war bonds. Most of us will inevi- 
tably feel that our individual efforts of 
these sorts are unsatisfyingly puny. but 
we shall be wrong. In the aggregate 
their results will be mighty. 

Among all of the industries that have 
shifted their operations to a war emer- 
gency basis, none surpasses the record 
being made by the railroads. Railroad 
management has been aggressive and 
alert in increasing the efficiency of roll- 
ing equipment and of trackage and 
terminal facilities. Railroad labor is 
doing an excellent job, and shippers are 
coéperating by loading and unloading 
cars quickly. In trying to continue to 
give fully satisfactory service, the rail- 
roads will have considerably more difli- 
culty in the future than they have -so 
far encountered. That will be due 
largely to the shortage of materials. es- 
pecially metals, used by, the industry. 
and to a growing volume of traffic. 


WHAT TO DO IN AN AIR RAID ALARM 


Bulletin, West Virginia Bankers Association 


T may seem premature to some to 
make ready for such an eventuality 
in this state, but our military leaders 

do not think so. When an enemy plane 
is overhead it will be too late to make 
plans or to do any effective execution 
of them. In England, even the smallest 
villages have been the targets of bombs 
and machine gun fire from enemy air- 
craft. They had to learn that all locali- 
ties were vulnerable and we should be 
prepared for any eventuality. We are 
told that 60 per cent of the casualties 
from air raids have been from flying 
glass and debris from bomb explosions. 
The average banking room with all its 
glass exposure is therefore not the safest 
place during an attack. 

Here are a few precautions and plans 

which have proved effective elsewhere: 
Bank employes should have training 
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practice in the procedures just the same 
as a soldier, and should have frequent 
drills until they are thoroughly familiar 
with what each is to do, when and how 


it is to be done. 
sounded, checks, ' 

should be so placed that they can be 
loaded into a bus or other carrier and 
taken to the vault in the shortest possi- 
ble time. Employes should know the 
location of the nearest air raid shelter 
at all times and to be able to reach i 
blindfold——night alarms will be accom- 
panied by blackouts and preliminary 
drills are the surest way to get proper 
results. Banks and their employes 
should give every codperation to the 
local Civilian Defense organization and 
comply in detail with all the sugges- 
tions from this source or the military 
forces of the area. 


When an alarm is 
money and_ records 





Recent S peeches Given Before National, 
Regional or State Groups — Digested 


or Excerpted for Your Convenience ... 


HIGHER TAXES ON LOWER INCOMES NEEDED 


By Murray SHIELDS 
Economist, Irving Trust Company, New York 


AR-TIME fiscal policies should be 

adopted which will minimize cer- 

tain known and unnecessary risks 
such as: 

The risk of amassing a huge debt and 
heavy service charges, of accumulating 
too large a volume of obligations pay- 
able upon demand, or of increasing the 
floating debt to a point where refund- 
ing is a difficult problem. Although a 
service charge of $3 to $6 billion per 
annum would not be too heavy a burden 
to bear if our national income holds as 
high as $120 billion, such a charge 
would represent a significant figure, in- 
deed, were our national income to aver- 
age $55 billion as it did from 1932 
through 1938. 

Today the Federal Government is en- 
gaged in a great campaign to sell War 
Savings Bonds. It currently is dispos- 
ing of such issues at the rate of about 
$9 billion per annum, and it already 
has outstanding demand obligations in 
this or similar forms which amount to 
about $9 billion. If, in a long war, the 
Treasury should attach the privilege of 
“redeemability” to a large proportion 
of the securities it offers, and demand 
obligations are allowed to rise to a 
high level, the Treasury may be faced 
with a delicate problem if a post-war de- 
pression or some other unforeseen cir- 
cumstance causes the holders of such 
obligations to redeem them. Under 
such conditions, particularly if funds 


are less abundant than they are today, 
the refinancing of current maturities 
may be sufficiently troublesome without 
the added burden of providing funds to 
pay off holders of demand obligations. 

The “inflation gap” really is an “un- 
spendable” surplus which Congress 
should have no hesitation in war time 
to tax away from the people. It is in 
just this respect that the Treasury pro- 
gram signally is inadequate. This 
program provides that almost 75 per 
cent of our income receivers make no 
significant tax contribution to the war, 
while the people in the upper-middle 
and high income brackets make a ter- 
rific tax sacrifice. This is a serious 
mistake, since the war we are fighting 
is no rich man’s war. The Adminis- 
tration in power before and during this 
war is a friend of the working man, es- 
pecially conscious of the role that the 
people play in this nation’s life. It is 
an affront to a patriotic people to ask 
no tax contribution from the great mass 
of our citizens. They are eager to 
share their portion of the war-time bur- 
den. There are millions of families or 
single workers who suddenly have been 
catapulted into the $2,000, $3,000, 
$5.000. and even $7,500 income brack- 
ets. Those incomes must be reached 
by taxation, for by no other device can 
sufficient amounts of funds properly be 
brought to the Treasury. Even if 100 
per cent of the high-bracket incomes 
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were confiscated by the Treasury, such 
funds would provide only a fraction of 
the amount needed to win this war. 

The Treasury can dispose of about 
$25 billion of its securities to available 
outlets as they now exist. But how can 
$20 or $30 additional billions of taxes 
be raised? A heavy sales tax of 15 or 
20 per cent would involve the danger 
of reducing consumption below those 
standards of minimum expenditures 
which it is desirable to maintain 
cially. The specific levies which seem 
to me best to meet the necessities of our 
situation are: 

A war retail sales tax of 5 per cent 
upon everything sold at retail except 
food for consumption at home. Such a 
tax would be in addition to present 
taxes upon the long list of goods now 
subject to excise taxes. It would be 
burdensome and it hardly could be jus- 
tified in peace time, for it would tend 
to raise the cost of living. 

A war income tax of 5 per cent col- 
lected monthly upon all income pay- 
ments covering wages, dividends. tax- 
able interest, etc., with no exemptions. 
the tax to be collected at the source and 
not deductible from present taxes. This 
would be less of an increase in income 
taxes than proposed by Secretary Mor- 
genthau in the brackets already taxed 
heavily, but more of an increase in the 
lower _ brackets. Nevertheless. _ the 
amount of the increase is so small that 
it should not seriously hurt even those 
in the low brackets. It would tax every- 


so- 


IVERSIFICATION of loans is the 
obvious answer to continued bank 
operation in the finance and per- 

sonal loan field under wartime business 
restrictions. As banks and other financ- 
ing agencies, because of governmental 
controls in certain fields, widen the 
scope of their activity, there will be in- 
creasing competition for available busi- 
ness between the several types of institu- 
tions. 


DIVERSIFIED LOANS AS CREDIT SOLUTION 


By Joun F. Cover 
Vice-President, Morris Plan Bank, Cleveland, Ohio 
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body, including part-time workers who 
are in the very low brackets, this being 
justified in a war but perhaps at no 
other time. 

The people who can pay taxes with 
the least disadvantage to themselves and 
the community as a whole are those 
who have had sharp increases in their 
incomes. The sort of tax which would 
best meet these conditions is one which 
would exempt ali increases in income 
which bring total income for the year 
to $1.500 or less, and would apply a 
eraduated scale for increases which 
brought incomes above that level. A 
tax of 20 per cent upon all increases 
in income from 1940 to 1942, which 
amount to $1,000 or less, and which in- 
crease income to a point above $1.500; 
of 331s per cent upon all increases in 
income of $1.500 to $2.500. and of 50 
per cent upon all increases in income 
larger than $2.500, would force no one 
to reduce his standard of living and 
should yield the Treasury $10 to $12 
billion per annum. 

A special war surtax upon corpora- 
tion income of 20 per cent would be 
more defensible than the much higher 
rates contemplated by Mr. Morgenthau. 
Taken altogether, these and certain 
other taxes would yield another $20 to 
$30 billion per year. an amount sufh- 
cient to enable the Treasury to reduce 
the margin of borrowing which seems 
to be desirable in a period such as this. 
—From an address before the National 
Association of Mutual Savings Banks. 






The effect of opening arms financing 
to bank competition may be the speed- 
ing of the automobile finance companies 
into the industrial management field. 
With sales of new automobiles held 
down to infinitesimal proportions by 
rationing and the turnover of used cars 
diminishing, many of the finance com- 
panies are changing their loan policies 
radically to meet new conditions. By- 
law and charter changes are being 
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completed, personnel is being trained 
to appraise corporate manufacturing 
financial statements and management 
methods, and new business solicitors are 
seeking possible arms loan applicants 
instead of waiting for the business to 
develop. 

Banks have searched many sources of 
new business. This has been especially 
evident since last summer’s curtailment 
of automobile production. Now that 
automobile rationing and discontinu- 
ance of manufacture put an end to new 
car financing, diversification is obvi- 
ously essential to continued successful 
operation in the finance and personal 
loan field. 

Financial institutions are trying new 
ideas in attracting customers. This will 
be more noticeable when the fear and 
paralysis of war is shaken off and re- 


HE local commercial banker is in 

a position to be the most intelligent 

and helpful extender of credit to 
the farmer. He is in a position to know 
better than any one—possibly even than 
the farmer himself—the intimate de- 
tails of the farm family, the individual 
traits and habits of each member, the 
physical characteristics of the farm it- 
self, and the many other details re- 
garding the physical and economic ad- 
vantages and disadvantages which may 
relate to the individual farm. It is es- 
sential that any endeavor affecting farm 
production include the local commercial 
banker. 

The commercial banker is the most 
important extender of credit, and as 
such is in a position to influence sound 
agricultural practices. He can also be 
the most intelligent creditor if he takes 
advantage of this opportunity to com- 
bine his knowledge of the individual 
circumstances which prevail upon each 
farm with that available from other 
sources in the following ways. 

1. Through active participation in 









FINANCING THE FARMER 


By H. J. C. UMBERGER 


Dean, Extension Division, Kansas State College 


placed by thoughtful planning. For 
example, many loan departments upon 
hearing the rationing order immediately 
put out automobile repair and accessory 
service finance plans. 

Banks should endeavor to increase 
their activities and widen their scope 
of activities in this field, cultivating 
every source. For banks maintaining 
their present position and extending 
their operations in the future will be 
ready at war’s end, when defense indus- 
tries are liquidated, and a vast amount 
of labor and capital will have to be 
reemployed in consumer goods indus- 
tries. to stimulate revival in these peace 
time industries through smooth opera- 
tion of the machinery of instalment sales 
financing of consumers durable goods. 


—From an address at the Chicago Credit 
Clinic. 








the deliberations of county land use 
planning committees and by following 
the information made available through 
those committees. 

2. By helping to interpret and make 
available to his patrons outlook infor- 
mation available through the state ex- 
tension services. 

3. By studying and assisting his pa- 
trons to apply those factors related to 
individual farm operation which deter- 
mine success or failure. 

4. The production goals for Ameri- 
can agriculture call for aggregate pro- 
duction of all agricultural commodities 
that will amount to 6 per cent more than 
that of 1941, and 19 per cent larger 
than the average from 1935 to 1939. In 
order that our supplies of vegetable oils 
may be adequate, the nation needs two 
and a half times as many peanuts as 
were produced in 1941, 50 per cent 
more soybeans, and a third more flax. 
We need 7 per cent more milk, 14 per 
cent more pigs slaughtered, and 13 per 
cent more eggs produced, and the in- 
crease in other food commodities as 
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well. Goals do not necessarily mean 
increases in all instances. Some crop 
goals call for reduced acreage, wheat 
being an example. The wheat produc- 
tion goal is 88 per cent of the produc- 
tion of 1941. In acres, this represents 
a reduction from 62,400,000 in 1941 to 
55.000,000 acres in 1942. 

It is important to note that these 
goals not only are fixed on the national 
basis, but they also are allocated by 
states and counties, and even to the 
individual farms. These goals have 
been fixed as a result of the accumu- 
lated information of the land-use plan- 
ning committees. Through the recom- 
mendations and accumulated informa- 


tion of these committees, and the ap- 
plication of statistical information, goals 
were established and applied to states, 
counties, and even fairly well to indi- 
vidual farms. This is in distinct con- 
trast to the procedure followed in World 
War I. In that instance, the importance 
of producing certain foods was empha- 
sized without regard to the application 
of that increase in any particular area 
or community, and without regard to 
economic feasibility. In the plains 
states, great areas of pasture land were 
broken during and after the World 
War, and wheat production in excess 
resulted, with resulting surpluses, crop 
failure, and excessive wind erosion. 


FOUR FACTORS INFLUENCING CREDIT 
By Cart M. Fora 


lssistant Viee-Presids nt. First 


OUR major factors must be consid- 

ered by bankers if they are to reach 

a decision on necessary modifications 
of their credit policies to meet business 
conditions brought about by the war. 

These factors are: (1) the increasing 
possibility of obligations becoming 
frozen, (2) the dislocation of employ- 
ment, (3) the effect of tire rationing and 
gasoline rationing and (4) the effect of 
Amendment 3 to Regulation W in financ- 
ing automobiles. 

To date the loans frozen because the 
customer is called into military service 
have not presented a serious loss prob- 
lem. While this problem will become 
more serious, it would appear to be a 
definitely controllable factor if the 
proper precautions are taken in the ex- 
tension of the credit. 

We are experiencing a shift of labor 
from non-defense to war industries. This 
dislocation of employment makes it dif_i- 
cult to determine the stability of employ- 
ment and may increase collection costs. 

Tire rationing and gasoline rationing 
will obviously affect the collateral value 
of automobiles. The condition of tires 
will be an important factor in the financ- 
ing of used cars. The resale value of 
repossessions will be greatly depreciated 
if the tires on the car are in poor condi- 
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tion. In fact, it may become difficult to 
sell used cars without fair tires, at any 
price. If continued, the present tire 
quotas will keep five million passenger 
cars in service—one-sixth of the total 
number of automobiles now in use. On 
the other hand, a substantial curtailment 
in the use of passenger cars and the de- 
velopment of synthetic rubber may make 
this problem much less serious than it 
appears on the surface... . 

We have recognized that it is our 
responsibility to serve the reasonable 
credit requirements of our communities. 
We have recognized installment financ- 
ing as an essential banking service. 
Fortunately, we are in an unexcelled 
position to continue most economically 
the extension of this type of credit. 
Nearly all banks engaged in installment 
financing also make personal loans. 
There will continue to be a need for 
personal loans; in fact, many banks are 
experiencing an increased demand in 
this field. 

While installment financing and per- 
sonal loans are different types of con- 
sumer credit, the same personnel can be 
utilized, thus enabling us to continue 
our installment financing service on a 
self-sustaining basis.—From an address 
at the Chicago Credit Clinic. 
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Advertising and 


Public Relations 


Digests of Recent Ideas, Campaigns, 


Advertises Recordak Service 

Under a heading reading “They even 
photograph my check!” State-Planters 
Bank and Trust Company, Richmond, 
Va., emphasizes the value to depositors 
of this modern bank Text 
reads: 

“Don't tell me about all banks being 
alike. When I hear others talking about 
their banks, I’m amazed at the things my 
bank does for me. Littie extra things that 
count, and make a man feel like the bank's 
most important customer. Why, they even 
photograph my checks !” 

State-Planters photographs by Recordak 
every check drawn on its checking accounts. 
The films become a permanent record and 
may be referred to at any time; or a fac- 
simile may be reproduced to establish proof 
of payment of a bill or other obligation. 

This is a valuable service, and offers a 
high degree of protection. It is doubly ap- 
preciated by customers of this bank because 


it is available in Richmond only at State- 
Planters. 


service. 


Federal Credit Regulations 


Shortly after the announcement of 
the new Federal credit regulations, the 
Morris Plan of Virginia ran newspaper 
advertising explaining how these would 
affect their customers. Text read: 

Every citizen wants to cooperate with the 
Government in its plans to ward off the 
peril of inflation. To conform with the new 
credit regulations is your essential part of 
the program. This bank likewise wants to 
do everything possible to further the pro- 
gram by assisting individuals and merchants 
to meet these regulations fully and con- 
structively. 

Those who have been able to pay their 
bills within thirty to sixty days are not 
affected by these regulations. 


Advertisements, etc. 


If you have only one store bill to settle, 
you can probably do so easily and readily 
by paying the store the total amount owed 
in six equal monthly instalments of not 
less than $5 each. 

But if you owe several stores, plus doc- 
tors’ bills, insurance premiums, taxes and 
lump-sum mortgage curtails, for example 

. and find it difficult to see just how to 
arrange your program to meet fully your 
obligations as a citizen and a customer. ... 
The Morris Plan Bank of Virginia is pre- 
pared to help you work out a convenient, 
constructive plan in keeping with your in- 
come and obligations. 

Over the period of the past twenty vears 
this state-wide bank has made more than 
500,000 loans to individuals to meet their 
problems and carry out their plans. It 
stands ready today, as a result of this ex- 
perience, to meet your problems and to help 
you conform fully to Government regula- 
tions jn a sound and proper manner. 

You incur no obligation in inquiring by 
mail, by telephone, or in person how this 
bank can serve you helpfully. 


7 National Defense Suggestions 
Last July 1 the Morris Plan Bank of 


Virginia ran an advertisement in the 
five Virginia cities in which it has 
branches, in which it outlined seven 
“national defense suggestions.” Prac- 
tically every one of these seven points 
has since become a definite policy of 
the Federal Government. The seven 
points were as follows: 

1. Save Heating Fuel. Insulate the attic 
and sdewalls of your home. Weather-strip 
all windows and doors. Clean out chimneys 
and flues. Repair and modernize your heat- 


ing system. 
2. Convert Part of Your Home into a flat 
or apartment to be rented out to workers 


in defense areas. 
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3. Save for Taxes. Income taxes payable 
next year will be considerably higher. Be- 
gin now to save enough each month so that 
you will have the money to pay yours 
promptly. 

t. Buy Fuel in Summer. Relieve strain 
on transportation facilities during winter. 
Take advantage of summer prices. 

5. Reduce Your Monthly Outlay 
by consolidating all charge accounts, in- 
stalment contracts, and other obligations 
into one bank loan, so that you can buy 
U. S. Defense Bonds. 

6. Pay Your Bills. Borrow the money 
if necessary, so as to release money to 
others to buy Defense Bonds. 


7. Be Businesslike. This is no time to 


be slipshod or careless in your personal 
financial affairs. Think ahead and plan 
ahead. You will find the greatest measure 
of security and peace of mind by starting 
now to get in the soundest possible financial 
condition. 


Granite Trust and the War 


The Granite Trust Company of 
Quincy, Mass., has issued an attractive 
two-color illustrated leaflet in which it 
describes the various ways in which this 
progressive bank is helping in the war 
program. Its activities include: cash- 
ing thousands of pay roll drafts for de- 
fense workers; making loans to indus- 
trial plants to finance war orders; sell- 
ing War Savings Bonds; rendering tem- 
porary banking service to members of 
the armed forces: protecting customers’ 
records of banking transactions by 
maintaining a duplicate photographic 
record; extending Recordak service to 
customers. 


Bond Storage Plan 


The First National Bank of Saltville, 
Va., has written to all defense workers 
in its area who have signed up for the 
pay roll allotment plan for the purchase 
of War Savings Bonds, offering them 
safe storage facilities for their bonds. 
As these bonds are non-negotiable, the 
bond owner merely has to bring in his 
bond and obtain a written receipt. They 
are then filed away in a special storage 
envelope and listed in a special ledger. 
The bank agrees to keep readily avail- 
able for any period of time up to its 


life of ten years, and the only charge is 
fifty cents. 
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“EYE-CATCHERS” 


These bank ad heads caught our 
eye and made us read the ad. How 
about you? 


‘Too little . . . too late’? Buy 
Coal Now! 


—Morris Plan Bank of Virginia. 


Two Ways to Save Your Car 

and Tires 

—State-Planters Bank & Trust 
Company, Richmond, Va. 


The Kilcaids Have No More 
Mortgage Worries 


—Valley National Bank, Phoenix, 
Ariz. 


*‘Vet’s Save Now for Next 


Year’s Income Tax’’ 
— Seattle Trust & Savings Bank. 


Danger Ahead for Estates 

Without Convoy 

—Trust Company 
Atlanta, Ga. 


of Georgia, 


Pocket Savings Guide 


California Bank, Los Angeles, has 
published and is now distributing a 
“Pocket Savings Guide” which it has 
designed specifically for the purpose of 
helping people to save money. The 
new savings guide gives simple, helpful 
suggestions on how to save and what to 
save for, provides a work sheet to help 
the saver to determine the amount of 
money necessary to save each day to 
satisfy particular savings needs and con- 
tains a record form on which various 
reserves are listed. 


Correspondent Bank Advertising 


The State-Planters Bank and Trust 
Company of Richmond, Va., makes a 
bid for correspondent business in an 
attractive folder which is arrestingly 
headed “Wanted: banks with investment 


problems!” Text reads: 
“In the past decade State-Planters 


9 29 
1942 













































































































































































































































































has bought millions of dollars of bonds 
for its own account. U. S. Government 
bonds owned as of December 31, 1941, 
totaled more than 300 per cent greater 
than on the same date ten years ago. 

“These operations have resulted in 
the development of a Securities Depart- 
ment which is directed by men recog- 
nized in their field. State-Planters pos- 
sesses no magic crystal which discloses 
the future. It does, however, maintain 
a hard-working, diligent force of secu- 
rities men who are constantly seeking 
answers to bank investment problems. 

“Sharing with our correspondents the 
information which these men assemble 
and the results of their analyses is one 
of the six major reasons why banks 
and corporations in 28 states maintain 
a State-Planters relationship. Full de- 
tails of our correspondent facilities will 
be sent on request.” 


Manhattan Coal Loans 


The Bank of the Manhattan Company, 
New York, is advertising its “coal 
loans” with small single-column news- 
paper advertisements reading as fol- 
lows: 

“Make sure your family will be warm 
next winter. A ‘Manhattan’ loan en- 
ables you to fill your coal bin right 
away. This step is in line with the 
Government's request to move coal now, 
because next fall trains will be loaded 
to capacity with war supplies. 

“Six months to repay the ‘coal loan.’ 
For details, call at any of our conven- 
iently located offices. where you will 
receive a friendly welcome.” 


Preparing for That Opportunity 
The Valley National Bank, with 19 


offices in Arizona, runs an advertising 
illustrated by two men sitting at a desk. 
In a display heading, one of them is 
made to say, “If you can make a cash 
payment of $2,500... .” Text then 
goes on to read: 

When Paul Keith finished school and went 
to work, he looked forward to the day when 
he would be an executive—perhaps even a 
part owner of the organization which em- 
ployed him. Paul worked hard and mas- 
tered the details and routine in each depart- 
ment through which he progressed. After 





years of intensive training, he was made an 
executive and was offered the opportunity 
to buy an interest in the company for $5,000, 

“If you can make a cash payment of 
$2,500, Paul,” said his employer, “we will 
let you pay the balance out of your share 
of the profits.” 

Naturally, Paul jumped at the chance, 
And he had the money! He had the money 
because he had saved for this very oppor- 
tunity ! 

When your opportunity comes along, will 
you be ready? Make sure you will be, by 
opening a savings account at the Valley 
National Bank with your very next pay 
check, and then, add to jit regularly. Re- 
member that the interest on your savings at 
the Valley National is compounded semi- 
annually. And what's more important, you 
will find here another type of interest—a 
genuine interest in your desire to get ahead. 
You'll find, too, that every encouragement is 
given your good impulse to save. 


A Timely Window Display 

An eye-stopping display emphasizing 
the defense theme and the War Bond 
and Stamps campaign has been pre- 
pared and used with great effectiveness 
by the American National Bank & 
Trust Company, Chicago. To _high- 
light the defense angle, StromBecker 
wood models of tanks, guns, planes and 
boats were displayed in the fore- 
ground. 

The realism of the models and the 
widespread interest in model building 
make the display an optical stand-out, 
and at the same time does a good job 
of selling the idea of War Stamps and 
Bonds. Literature describing and illus- 
trating models available for this pur- 
pose is available from Strombeck- 
Becker Manufacturing Company, Mo- 


line, Ill. 


**On Behalf of Defense’’ 


When the Defense program began to 
take form early last year, The Citizens 
& Southern National Bank, Atlanta, Ga., 
began a newspaper campaign, editorial 
in nature, designed to review and inter- 
pret the economic trend and its sig- 
nificance to people generally. In re- 


sponse to many requests, the bank has 
now reprinted, in full size, these edi- 
torials, extended to twenty-four and 
embracing a period from mid-July up 
to and including the third week of the 
war, December 21, 1941. 
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BRIEFS 


Items of Interest from Many Sources— 
Condensed for Quick Reading 


Stonier Honored 


Harold Stonier, director of the Grad- 
uate School of Banking, was the recipi- 
ent of the honorary degree of Doctor 
of Letters at the 176th anniversary com- 
mencement of Rutgers University. The 
Graduate School of Banking began its 
existence at Rutgers in 1935 with a 
student body of two hundred bank offi- 
cers. Now in its sixth year, it has a 
capacity enrollment of six hundred bank 
oficers and a faculty of fifty consisting 
of bankers, Government officials, and 
university teachers. 


A. B. A. Names Assistant Secretary 


Miss Antoinette Byrne has been ap- 
pointed assistant secretary of the Amer- 
ican Bankers Association, a new post 
recently created. Miss Byrne joined the 
A. B. A. staff twenty-two years ago. 
For a number of years she has been 
attached to the office of the secretary 
of the association and has been respon- 
sible for much of the organization detail 
of the association’s conventions, confer- 
ences, and other meetings. 


J. N. Peyton Honored 


The degree of Doctor of Laws will 
be conferred on John N. Peyton, presi- 
dent of the Federal Reserve Bank of 
Minneapolis, by Hamline University, St. 
Paul, Minn., the oldest school of higher 
learning in Minnesota. Dr. Charles 
Nelson Pace, president of the univer- 
sity, said that “the desire of Hamline 
University was to recognize one of the 
men who is the product of midwestern 
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development and who has risen to a 
place of eminence through industry and 
integrity.” 


To Make Fuel Loans 


The Bank of the Manhattan Company, 
New York, is codperating with the Gov. 
ernment and with coal consumers by 
making loans to individual home own- 
ers to purchase their next winter’s coal 
requirements now while transportation 
is still available. Loans must be $100 
or more, and repayment is to be made 
over a period of six months. Loans for 
the purchase of coal may be secured at 
any one of the fifty-six offices of the 
bank. 


Elsie B. Huntley 


Miss Elsie B. Huntley has been elected 
an aésistant trust officer of the Union & 
New Haven Trust Company, New Ha- 
ven, Conn. “Miss Huntley’s election is 
not a war measure designed to fill a gap 
following the entry of members of our 
trust staff into military service, but is 
a well-deserved recognition of faithful 
and efficient service.” stated W. Perry 
Curtiss, president of the bank. 


Donham Retires 


The resignation of Wallace Brett 
Donham, for the past twenty-three years 
dean of the Harvard Graduate School 
of Business Administration, has been 
announced, effective July 1. Mr. Don- 
ham’s wish to relinquish his duties as 
dean was granted on the explicit under- 
standing that he would remain at the 
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I wish I could tell you all the 
swell things the USO is doing! But 
it would take pages. I can tell you, 
though, that it means a whale of a 
lot to the fellows in the army camps 
and naval stations. 






But it takes money to do these 
things—a lot of money! Money that 
the USO can get only from us—from 
you and me and millions of others. 










We in Hollywood feel proud that 
we've been able to help this great 
work along—by participating in 
USO camp shows, by giving money, 
by doing whatever we can. 





So I know that you'll feel that same 
pride when you make your own con- 
tribution. You never gave to a better 
cause. 


Sunord), Kobinan 


Send your contribution to your local 

USO chairman or to National Head- 

quarters, USO, Empire State Building, 
New York City. 
















school as professor. He will be suc- 
ceeded by Donald K. David, until re- 
cently president of the American Maize 
Products Company and director of a 
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number of well-known corporations, 
Mr. David is himself a graduate of the 
Business School. He has been a trus. 
tee of the Bowery Savings Bank. 


F, Abbot Goodhue 


F. Abbot Goodhue, president of the 
Bank of the Manhattan Company, New 
York, has been appointed a member of 
the New York State Banking Board, 
succeeding Mortimer N. Buckner. Mr, 
Goodhue is a graduate of Harvard and 
gained his early banking experience in 
Boston. He has been vice-president of 
the First National Bank of Boston, pres- 
ident of the International Acceptance 
Bank, Inc., and the International Aec- 
ceptance Trust Company. He became 
president of the Bank of the Manhattan 
Company in 1932. 


Edwin N. Van Horne 


Edwin N. Van Horne has resigned as 
executive vice-president and director of 
the American National Bank and Trust 
Company of Chicago to accept the presi- 
dency of the Federal Land Bank of 
Omaha, Neb., to which post he was 
elected May 20. The Omaha bank is 
the largest Federal Land Bank jin the 
country. with resources exceeding $400 
million. 


Joins Fifty Year Club 
Archie D. Swift, president of the 


Pennsylvania Bankers Association, was 
elected a member of the Fifty Year Club 
at the association’s annual banquet held 
on May 21 at Atlantic City during the 
48th annual convention. Mr. Swift, who 
is president of the Central-Penn Na- 
tional Bank of Philadelphia, completed 
his half-century in the banking business 
on May 11. He began his long and sue- 
cessful career in banking when he en- 
tered the service of the Ridgway Na- 
tional Bank as a clerk on May 11, 1892. 


Heads New Jersey Bankers 


F. Palmer Armstrong, president of 
the Keyport Banking Company of Key- 
port, N. J., has been elected president 
of the New Jersey Bankers Association. 
Mr. Armstrong, who in the past two 
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years has served as treasurer and vice- 
president of the association, succeeds 
L. A. Chambliss, vice-president of the 
Fidelity Union Trust Company of New- 


ark. Mr. Armstrong was born in Key- 


port and entered the - employ of the Key- 
port Banking Company in 1903. In 
1912 he hernias assistant cashier: in 
1916, director and cashier; in 1924, 
vice-president, and in 1929 was elected 
president. 


E. L. Blaine, Jr. 


E. L. Blaine, Jr., vice-president of 
the Peoples National Bank of Seattle, 
Wash., has been chosen vice-president 
of the National Association of Credit 
Men representing the Western Division 
at its 47th annual Credit Congress in 
Cincinnati held last month. Mr. Blaine 
is a native of Seattle and a graduate of 
the University of Washington. He has 
been active in the business and banking 
world since his graduation in 1922. He 
has been vice-president of the Peoples 
National since 1935. 


Financial Librarians to Meet 


Graham Hutton, director of the Brit- 
ish Press Service Office in Chicago, 
and Stuart A. Rice, assistant director 
of the Budget Bureau of the Federal 
Government, are to be among the speak” 
ers on the program of the Financial 
Group during the Wartime Emergency 
Conference of the Special Libraries As- 
sociation. to be held in Detroit June 
18-20. The Special Libraries Associa- 
tion is an international organization 
consisting of over 2,600 librarians and 
research workers in specialized fields, 
and the Financial Group is the section 
devoted to the interests of librarians in 
banks. bankers’ associations, account- 
ing houses, brokerage houses, and 
schools of commerce and finance of 
various universities. 


War Production Loans Increase 


Loans made by commercial banks to 
finance the production of orders for 
war goods increased $891.000,000 dur- 
ing the first quarter of 1942, according 
to the quarterly survey of war-lending 
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activity of the American Bankers Asso- 
ciation, covering 500 of the country’s 
larger banks. 


Wins Easy Contest 

Titus W. Fowler, a security analyst 
in the personal trust department of 
Central Hanover Bank and Trust Com- 
pany, New York, has won a $100 War 
Savings Bond for his essay on the sub- 
ject, “What has banking to offer as a 
career?” in a contest sponsored by the 


bank’s Quarter Century Club. 


William R. White Honored 
William R. White, New York State 


Superintendent of Banks, was awarded 
the honorary degree of Doctor of Laws 
by Union College, Schenectady, on May 
11. Said President Fox in his citation: 
“. . young in years, still growing in 
the esteem of bankers and their clients, 
administering with competence and 
aplomb the control of twelve hundred 
banking institutions with recorded assets 
of more than $20 billion; an inspiration 
to the best young men who seek careers 
in public service. . . .” 


Small-Income Trusts in Majority 


More than half of all trusts adminis- 
tered by the trust institutions of the 
country have an annual income of less 
than $1.200, according to a national 
survey just announced by Richard G. 
Stockton, president of the Trust Divi- 
sion of the American Bankers Associa- 
tion. The survey reveals that 59 per 
cent of all trusts have an annual income 
of less than $1,200, the average being 
$369. It also shows that 76 per cent 
of all trusts have an income of less 
than $3.000 a year, with an average of 
$748. 

“These figures,” declared Mr. Stock- 
ton, “are rich in social significance. 
They clearly demonstrate that trust in- 
stitutions are performing a vital serv- 
ice for the benefit of those whose in- 
come depends on the competent admin- 
istration of moderate sized _ estates. 
Much of this income is for the benefit 
of women and children and is used 
for the support of the home, education 
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of children, care of parents, and for the 
protection and financial security of 
other beneficiaries.” 


W. G. F. Price in New Post 


William G. F. Price has become asso- 
ciated with the American National Bank 
and Trust Company of Chicago as vice- 
president. He was associated for many 
years with the National City Bank of 
New York as assistant vice-president. 
Recently he was called to Washington 
to help organize the financial depart- 
ment of the Office of Procurement and 
Materiel of the U. S. Navy. He is a 
graduate of the College of the City of 
New York and received his master’s 
degree at Columbia University. 


Shelton Heads California Association 


James E. Shelton, chairman of the 
executive committee and vice-president 
of the Security-First National Bank of 
Los Angeles, has been elected president 
of the California Bankers Association 
at the 51st annual convention heid May 
18 and 19. 


Convention Dates 


NATIONAL 


June 8-11—American Institute of Banking, 
Hotel Roosevelt, New Orleans. 


June 15-27—Graduate School of Banking, 
Rutgers University, New Brunswick, N. J. 


June 18-20—Special Libraries Association, 
Hotel Statler, Detroit. 


September 30-October 1-2—Mortgage Bank- 
ers Association of America, Edgewater 
Beach Hotel, Chicago. 


September 27-30—American Bankers Asso- 
ciation, Book-Cadillac and Statler Hotel, 
Detroit, Mich. 


October 7-10—National Association of 
Bank Auditors and Comptrollers, Hotel 
Roosevelt, New York City. 

October 12-14—Morris Plan Bankers <As- 
sociation, Seaview Country Club, Abe- 
scon, N. J. 


October 26-28—-Financial Advertisers As- 


sociation, Edgewater Beach Hotel, Chi- 
cago. 


STATE AND REGIONAL 


June 3-5—South Dakota Bankers Assoej 
tion, Cataract Hotel, Sioux Falls. 

June 3-5—Kansas Bankers Clinic, Unive 
sity of Kansas, Lawrence. 

June 3-7—District of Columbia Bank 
Association, Hot Springs, Va. 

June 5-6—Virginia Bankers  Associati 
Hotel Roanoke, Roanoke 

June 5-6—Idaho Bankers Association, § 
Valley. 

June 5-6—New Hampshire Bank Manag 
ment Conference, Amos Tuck Schog 
Dartmouth College, Hanover. 

June 8-9—Oregon Bankers  Associatio 
Hotel Baker, Baker, Oregon. 

June 11-12—Washington Bankers Associa 
tion, Davenport Hotel, Spokane. 

June 12—West Virginia Bankers Ass 
ciation, Daniel Boone Hotel, Charleston 

June 12-13—North Dakota Bankers Asse 
ciation, St. Charles Hotel, Dickinson. 

June 13-14—Utah Bankers  Associatie™ 
Bryce Canyon National Park. 

June 16-18—Wisconsin Bankers “.ssocia 
tion, Hotel Schroeder, Miiwaukee. 

June 18-19—Michigan Bankers Associa*’ 
Detroit, Mich. 

June 18-20—Montana Bankers Association, 
Yellowstone National Paik. 1 

June 22-23—Wyoming Bankers Association 
Sheridan. 


June 25-27—Colorado Bankers Association, 
Stanley Hotel, Estes Rocky Mountaig 
Park. 


June 26-28—Maine Bankers Association) 
Poland Spring House, Poland Spring: 

July 8-10—Minnesota Bankers Association) 
Hotel Duluth, Duluth. 


August—Arkansas Bankers Seminar, Unik 
versity of Arkansas, Fayetteville. 

September 2-5—Virginia Bankers Confer- 
ence, University of Virginia, Charlottes=} 
ville. 

September 6-9—Iowa Bankers Association, 
Hotel Fort Des Moines, Des Moines. 

September 10-12—Maine Savings Banks 
Association, Mt, Washington House) 
Bretton Woods, N. H. 

September 17-19— Massachusetts Savings” 
Banks Association, New Ocean House, 
Swampscott. ; 

September 23-25—New York Savings Banks 
Association, Waldorf-Astoria, New York; 

October 12—Vermont Bankers Association, 
Hotel Vermont, Burlington. 

Kentucky Bankers’ Association, Brown 
Hotel, Louisville (date to be decided). 7 

Nebraska Bankers Association, Hotel Fon-7 
tanelle, Omaha (date to be decided). 
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